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PREFACE 

In publishing this book, the United States Fidelity 
and Guaranty Company is actuated by a desire to assist 
its managers, agents, solicitors and field men in reach- 
ing the highest standard of eflSiciency through a 
comprehensive knowledge of the underwriting and 
solicitation of the various bonds and policies which it 
issues. 

Officers of the Company, underwriters, branch mana- 
gers, and others, each of whom is a recognized author- 
ity, have been consulted and have furnished much in- 
formation. The best thought, as well as the fruits of 
the most successful experience in each branch of the 
surety and casualty business, has thus been secured. 
We desire to acknowledge the valuable cooperation and 
suggestions received from these sources. 

The book was in course of preparation for many 
months, and, after being edited by Professor Roulston, 
was reviewed by the heads of departments and the 
best informed men connected with the Company, some 
of whom have had twenty-five years ' experience in the 
business. 

It therefore reflects the experience of twenty-five 
years and represents the concentrated thought of a 
trained organization upon the principal problems 
that may arise in the handling of fidelity, surety and 
casualty insurance ; and if the great body of those con- 
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nected with the Company will study and assimilate the 
information contained in this volmne, and apply it in 
the underwriting and solicitation of business, the 
Company will feel amply repaid for the time, care and 
expense devoted to the work. 

John R. Bland, President. 



INTRODUCTION 

No man can succeed in any business or profession 
xmless he familiarizes himself with the principles upon 
which his chosen Work is founded and knows how to 
use them. 

This book explains in a simple, practical manner the 
principles upon which the business of the United States 
Fidelity and Guaranty Company is based and telis how 
to apply them successfully. The unexcelled oppor- 
tunities offered to the Company's agents are shown 
and the best development methods are outlined, thus 
enabling agents and others to acquaint themselves 
with the bonds and policies written by the Company; 
desirable prospects for each class of bonds and policies 
are pointed out and arguments furnished which will 
enable agents and solicitors to present convincingly 
the qualities of the lines which will meet the needs of 
such prospects. 

Familiarity with these principles gives the agent 
confidence. Being confident himself, he inspires con- 
fidence in others. He thus overcomes opposition and 
secures results. Corporate surety and fidelity bonds 
and casualty policies are sold by pointing out their 
benefits and by proving the necessity for them. No 
course in suretyship and casualty insurance will send a 
man into the field an expert. He should first learn those 
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fundamental principles which are herein explained and 
then finish his studies in the school of experience. He 
must confront the actual diflSculties of soliciting before 
he can fully grasp the significance of any instruction 
and derive any profit from it. An insurance writer 
says: ** One reason why so many agents fail to make 
good is the fact that they enter the field without sufii- 
cient training. '* 

As an aid to those who desire to acquaint themselves 
with the business of the Company and for the purposes 
of convenient reference, the book is divided into three 
parts. 

In Part I are discussed the purposes and hazards of 
the surety business ; the various kinds of fidelity and 
surety bonds and their underwriting and development ; 
the basis on which the premiums are fixed; premium 
collections, renewals, and cancelations; reinsurance; 
the Department of Guaranteed Attorneys; the pur- 
poses of the Company's reserves and surplus; and the 
settlement of fidelity, surety and burglary claims. 

Part II deals with the underwriting and develop- 
ment of Burglary Insurance. 

Part III is devoted to a description of the various 
kinds of casualty insurance policies, and the under- 
writing and development of such business. There are 
also chapters on payroll audit adjustment, inspection 
and merit rating, and the settlement of casualty claims. 

Supplementary to the Text Book is the Guide for 
Agents, which contains special instructions, procedure 
in judicial business and an index of application and 
bond forms. Every agent should be familiar with it. 



PART I 

FEDELITT AND SUEETT BONDS 
UNDEEWEITING AND DEVELOPMENT 
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CHAPTEE 1 

PUBPOSBS OP THE SuEETY BUSINESS 

Insurance is a hazardous business. It can be con- 
ducted successfully only by duly qualified and expe- 
rienced underwriters acting under strong executive 
management. 

Distribution of losses is the theory of pure insur- 
ance. One writer says : 

Insurance of all kinds is based on the axiom that in 
union there is strength; on the fable of * The Bundle 
of Sticks * ; on the principle that a burden which would 
crush the individual may be borne with ease by a multi- 
tude of individuals. Insurance in general may be de- 
scribed as a device for repairing a serious injury (loss) 
at a moderate cost. 

As another has expressed it : 

The loss suffered by one or a few of the insured is 
distributed among the whole number by means of the 
premiums which all pay. Hence, in pure insurance, 
premiums constitute a fund for the payment of 
(a) expenses, (b) losses, (c) profits, if any. 

Fire, life, marine, tornado, casualty, and burglary 
are among the best known classes of insurance. 

Corporate surety was added to the insurance family 
in 1874. Like pure insurance, except life insurance, it 
is intended to indemnify against losses upon the hap- 
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pening of unforeseen events. The underlying theory of 
the surety business, however, is somewhat different 
from that of pure insurance. 

An insurance company is an organization through 
which people cooperate, paying given sums called pre- 
miums to cover such losses as may incur under certain 
contingencies. Experience shows that a given average 
of losses will occur, and if these losses are distributed 
among many policy-holders, they will work no hardship 
upon any one or more of the insured. 

A surety company sells to those needing a guaran- 
tee the use of its name and credit. The theory of 
suretyship, therefore, is not entirely that of a distri- 
bution of losses. In fact, the theory of the surety 
business is that the company does not intentionally 
assume risks involving loss. Suretyship supposes 
that only those who are willing to fulfill their obliga- 
tions and have the ability to do so will be bonded, and 
consequently there should be no losses. The premi- 
ums paid to the surety company, therefore, are not 
alone for the settlement of losses. They are intended 
to reimburse the company for its expenses and the 
use of its name and credit. Surety companies sus- 
tain losses, but they are supposed to be only such as 
human prudence and foresight cannot prevent. 

Pure insurance protects against losses through con- 
tingencies which are generally considered beyond the 
control of either the insurance company or the insured. 
Suretyship protects against losses caused by the de- 
faults of individuals who, as a rule, can control and 
are responsible for their own acts. 
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In pure insurance, the insurer accepts the risk with- 
out expecting indemnity. In suretyship, the surety 
always has the right of recovery from the principal. 

In pure insurance, there are only two parties to the 
contract, the insurer and the insured. In suretyship, 
there are three parties, the principal, the obligee and 
the surety. The principal is or may become a debtor 
and must indemnify the surety. The obligee is or may 
become a creditor. 

In pure insurance, a given premium is the considera- 
tion on which a policy is based. Ordinarily, if the 
insured fails to pay that premium, he cannot enforce 
the contract because the consideration has failed. In 
suretyship, a given premium is agreed upon, but the 
validity of the bond, when it has been delivered, does 
not necessarily depend upon the payment of the 
premium. Therefore, generally speaking, failure to 
pay the premium does not affect the validity of a surety 
contract. 

A surety company is an organization which engages 
to be responsible for another's performance or pay- 
ment; a corporation which for a moderate financial 
consideration agrees to be answerable for some obliga- 
tion of another. The person whose obligation is guar- 
anteed is known as the principal. The person, firm, 
corporation, association, or government for whose 
benefit the surety guarantee is given is the obligee. 
The company signing the guarantee is the surety. 
Compared with an insurance contract, the obligee is 
the insured, the surety is the insurer. The addition 
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of the principal constitutes one of the differences 
between a suretyship contract and a pure insurance 
contract. The maker, the payee and the endorser on 
a promissory note occupy respectively analogous posi- 
tions to the principal, the obligee and the surety in a 
suretyship contract. 

A bond issued by a surety company is an instru- 
ment in writing and under seal whereby the company 
acknowledges itself bound to an individual, firm, cor- 
poration, association or government, (a) guarantee- 
ing to be answerable to the penalty of the bond for 
the honesty of the person or persons bonded or for 
their faithful performance of duty; (b) guaranteeing 
to be answerable to the penalty of the bond for the 
carrying out of a given contract or the fulfillment of 
a stated obligation. If the principal in a suretyship 
contract defaults, the surety may have to make good 
such default. In this case the surety may proceed 
against the principal for reimbursement. 

The American Cyclopedia asserts that through in- 
surance the assured * * obtains protection against a loss 
which would crush him. Enterprises become not only 
possible but prudent by means of insurance, which 
without it would be so rash that only the reckless 
would undertake them. * ' 

Many men ask friends to sign their bonds, but when 
the parties to such transactions fully realize the nature 
of the obligations assumed, such obligations become 
distasteful. 
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The purpose of corporate surety bonds is to give 
protection. Bonds which do not provide certain pro- 
tection are worthless. No one should be content with 
bonds which are not written by a company of sufficient 
financial strength to insure perfect protection. The 
advantage of the agent who represents a strong, well 
and conservatively managed company is self-evident. 
The agent of the United States Fidelity and Guaranty 
Company represents such a corporation, the financial 
strength of which is so well known that the volume of 
his business will be much greater than if he represented 
a company of less strength and reputation. 

A properly managed surety company is able to pro- 
ceed with safety and efficiency because its actions are 
based on scientific principles. Nothing is more uncer- 
tain than the acts of an individual, but the law of 
averages shows that the acts of a multitude of indi- 
viduals can be accurately estimated. This knowledge 
assists the surety company in fixing charges for many 
of the risks it assumes. Charges on many classes of 
risks, however, are regulated by the nature of the guar- 
antee and the special conditions surrounding it. 

Corporate surety bonds enable people to eliminate 
the evils of chance and to reap the benefit of foresight. 
They replace stolen funds and fulfill contracts which 
the principal failed to carry out. Few individuals, 
firms, cori)orations, associations or governments ac-^ 
cumulate sufficient surplus to provide against unex- 
pected and heavy financial losses. 
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The dangers incident to such losses as are covered 
by corporate surety bonds can only be averted by 
permitting an efficient, stable, and permanent organi- 
zation, directed by expert officials and under rigid state 
supervision, to carry the risks. This is exactly what 
is done by a surety company. 

It is not the agent's province to instruct people in 
the technique of the surety business, but it is necessarj'^ 
for the agent himself to be thoroughly conversant with 
that business. If he knows that the surety business is 
based on scientific principles and that it is safe and 
sure when so conducted, he will be able to offer cor- 
porate surety bonds with such confidence and convic- 
tion that his appeals will more likely be effective. 



CHAPTER 2 
Hazabds of the Surety Business 

We have seen that the theory of the surety business 
is that the company does not intentionally assume any 
risk that may develop into a loss. Experience proves, 
however, that every corporate surety bond written 
must be regarded as a risk. In affixing a signature to a 
friend 's bond, many men have had swept away a com- 
fortable home or an income which they never dreamed 
was thus being placed in jeopardy. 

The surety business is many-sided. It is the most 
complicated form of insurance because it provides so 
many different kinds of protection. Fire insurance 
protects against losses from fire only. Life insurance 
provides only for the dependents of the insured upon 
the death of the latter. 

On the other hand the surety company provides pro- 
tection against losses caused by defalcations ; guaran- 
tees the performance of legal and oflScial duties; 
guarantees the performance of contracts, compliance 
with the laws, the solvency of financial institutions, 
the payment of taxes and the like. The ramifications 
of suretyship extend into every line of human acti- 
vity — personal, official, financial, legal, commercial, 
manufacturing, professional, transportation and con- 
struction. 

2 17 
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Life insurance is based upon statistics which prove 
that a given number of persons of a certain age in every 
thousand die each year. While surety rates are in a 
general way based on the law of averages, as are all 
other branches of insurance, there are many excep- 
tions which must be made in fixing surety rates and 
certain reasons for such exceptions. These exceptions 
are due to the different kinds of guarantees which 
must be provided by the company to meet all the con- 
tingencies of suretyship. 

In accepting fire insurance risks, physical and moral 
conditions must be judged and the risks so figured. In 
accepting life insurance risks, the moral and physical 
condition and the age of the assured are considered. 
In the surety business, no such fixed standards can be 
accepted in underwriting a risk Each risk must be 
handled largely on its own merits and judged by cer- 
tain underlying principles which govern the underwrit- 
ing of all surety lines, such as financial responsibility, 
technical or legal ability, personal reputation, charac- 
ter of individual duty or of corporate obligation to be 
performed, nature of the specific guarantee and par- 
ticular qualifications of the applicant for the task to 
be undertaken. Sound and conservative underwriting 
is particularly essential to the surety business both 
because of its complicated character and because of 
the innumerable hazards attending it. 

In the duty of carefully investigating every risk the 
surety agent shares responsibility with the Home 
OflSce. The efficient agent knows what business not to 
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accept as well as that which would probably prove 
acceptable to the Home OflSce. He should cooperate 
with the Home Office in the effort to separate the 
undesirable from the desirable. He will thus reduce 
the Company's loss ratio to a minimum and aid in 
preventing the possibility of impairing its finances 
by placing on its books risks which indicate on their 
face a probable loss. 

Thousands of applications for the Company 's bonds 
are declined each year. This involves expense to the 
Company and loss of time to the agent. He is, 
or should be, acquainted with conditions surrounding 
his applicants. If he exercises good judgment, he can 
often save the Company and himself the trouble and 
expense involved in declining undesirable business. 
The agent, therefore, should be familiar with the prin- 
ciples involved in determining whether risks are desir- 
able or undesirable. 

The agent must never feel that the Home Office is 
seeking pretexts for refusiag business. On the con- 
trary, the Company is as anxious for new business as 
the agent can be. Yet it is clearly necessary for the 
protection of the Company and its clients to scrutinize 
with care all business offered. 

Agents often complain that too much ** red-tape '' 
is required in connection with securing corporate 
surety bonds. A man who goes to a bank to borrow 
money does not thiak it unreasonable if the bank offi- 
cials, in the absence of previous personal information 
concerning his financial standing and his reputation 
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for honesty and promptness in meeting his obligations, 
require him to satisfy them on these points before 
granting his application for a loan. Nor does a man 
think it nnjust if the bank officials require ample 
security covering his loan. He expects to furnish all 
the information the bank desires and such collateral 
as it deems sufficient. So it is with the surety com- 
pany. Before the Company can guarantee the hon- 
esty or capability of a man; before it can give a man 
the backing of its millions in some business undertak- 
ing or official position, it must know that the applicant 
is worthy of confidence and of the guarantee he seeks. 
Like a bank, the Company must frequently require col- 
lateral in cases where the bonds issued are in the 
nature of credit guarantees. 

Therefore, the importance of not offering the Com- 
pany undesirable risks will be readily understood. It 
will also be clear why it is essential for the agent to 
furnish the Company all the information called for on 
the application blanks, as it is absolutely necessary to 
enable the Company to judge correctly the desirability 
of the risk. Of course, losses are constantly sustained 
in spite of the caution exercised by agents and by the 
Company, but they can be reduced to a minimum if these 
suggestions are followed. 

It often happens that risks submitted which might 
otherwise be considered desirable by the Home Office 
are rejected because agents do not furnish the informa- 
tion necessary in connection with given applications 
and do not * * put the business up to ' * the Home Office 
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in proper form. The inevitable result of this is that 
the agent gets more or less disgruntled over the action 
of the Home OflSce, due to something which is in reality 
his own fault. At the same time he is deprived of 
profitable commissions which would have been his. 



CHAPTEE 3 

CiiASSES OF Bonds 

There are two general classes of corporate bonds: 
Fidelity bonds and Surety bonds. Each may be sub- 
divided into two other classes : those which are required 
by law and those which are not required by law. As a 
general proposition, a Fidelity bond guarantees per- 
sonal integrity; a Surety bond guarantees specific per- 
formance. All bonds covering positions of trust are 
Fidelity bonds. Contract bonds are Surety bonds. 
Judicial bonds, Internal Eevenue and Customs bonds, 
Bank and Railroad and Transportation bonds may par- 
take of the features of both Fidelity bonds and Surety 
bonds, or fall within either class. In common parlance, 
both Fidelity and Surety bonds are referred to as Cor- 
porate Surety bonds. 

Exceptions, which need not be enumerated here, may 
be made to the above classifications. Bearing in mind 
the general definitions given, these exceptions will sug- 
gest themselves to the agent as he fully acquaints 
himself with the details of the surety business ex- 
plained in subsequent chapters. 

All forms of Contract bonds running to the Federal, 
state, county, and municipal governments; Judicial, 
Official, and Internal Eevenue and Customs bonds to 
local, state, or Federal governments; and, as a rule, 

22 
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Bank Depository bonds, are required by law. Bonds 
must be given before persons may qualify as 
administrators, guardians, executors, trustees, as- 
signees, and in connection with other legal transactions ; 
before they may qualify for public office; and before 
they may engage in business licensed by the Federal 
Government, such as the cigar, tobacco, and liquor 
business. In developing these lines, therefore, the 
agent has to prove the superiority of corporate over 
personal bonds and to demonstrate his ability to render 
the best service. 

As a rule, Fidelity bonds covering employes of 
banks, fraternal orders, railroads, and the like, and 
Contract bonds which run in favor of individuals and 
private corporations are not required by law. These 
bonds are given only in cases where the protection they 
provide is understood and appreciated and where the 
necessity for and the value of such protection are fully 
seen and required by individuals, firms, associations 
and corporations. 

In creating a demand for bonds not required by law 
the agent will be called upon to prove the necessity 
for the protection they provide. The stability, 
loss-paying power, record for prompt payment 
of losses, and character of service rendered by the Com- 
pany must be emphasized and the evils of personal 
surety combatted in the case of these bonds as weU 
as in the case of those which are required by law. This 
is of vital importance and, as it applies to all classes of 
bonds, it need not be repeated under the discussion of 
the various types of bonds. 
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In the chapters which follow, the coverage of each 
class of bonds and methods for the development of 
such business are described in detail. 

Owing to the varying nature of the risks ; constant 
changes in the methods for developing the surety busi- 
ness; existing conditions in different states and com- 
munities ; the experience of the Company in underwrit- 
ing certain bonds which, while profitable in one section, 
may be unprofitable in another, and local business 
methods in different communities, it is not possible 
in this book to give detailed instruction to meet all 
situations and conditions or to cover every feature 
of the Company 's well-fixed underwriting regulations. 
A given risk may present some special feature which 
will make it more hazardous than other risks under 
the same general classification. It may even be de- 
clined in one case while a similar risk would be accepted 
under different conditions. Consequently each must 
stand on its own merits. 

Then, too, with a company offering such diversified 
protection, there are many underwriting requirements 
which are provided to meet possible local condi- 
tions. Whatever may be the local conditions or the 
laws, the underwriting requirements or exceptions 
thereto in any given state, the principles upon which 
the surety business is based and upon which it is 
developed are the same. 

With the firm foundation which is provided herein, 
supplemented by familiarity with the Company's Guide 
for Agents and Rate Manual, the intelligent agent as 
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he gains experience can apply readily what he has 
learned to his local conditions. Not every problem 
can be anticipated, bnt the underlying principles, if 
thoroughly mastered, can be used to meet any problem 
which may present itself. 



CHAPTER 4 

Fidelity Bonds 

underwriting 

Fidelity bonds insure against the possible dishonesty 
of the oflScials and employes of financial, mercantile, 
manufacturing and other concerns, guaranteeing in- 
demnity if those bonded violate their trusts by wrong- 
fully and in bad faith misappropriating money or 
property of the company or individual by whom they 
are employed. 

Fidelity bonds also cover general insurance agents^j 
oflScers of building and loan associations, oflScers of the) 
national guard, and United States Government ofiicials! 
and employes in the various departments at Wash-j 
ington. 

All financial, mercantile and manufacturing con- 
cerns, hotels, real estate companies, telephone and tele- 
graph companies and others should require their em- 
ployes to give Corporate Fidelity bonds. These bonds 
cover all officers and employes such as presidents, vice- 
presidents, secretaries, treasurers, cashiers, book- 
keepers, clerks, salesmen and collectors. 

Fidelity bonds may be canceled by the Company on 
thirty days ' written notice to the employer. 

26 
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There is no liability on the surety under Fidelity 
bonds for any acts of fraud or dishonesty committed 
by the bonded employe after the employer has knowl- 
edge of an act which may be made the basis of a 
claim. Employers are required to notify the Company 
promptly of any defaults on the part of bonded 
employes which may be made the basis of claims. The 
agent should be certain that the character of the em- 
ployer is good. 

An applicant for a Fidelity bond must be of good 
moral standing and must be able to show a satisfac- 
tory record of present and past employment. A 
Fidelity bond is written upon the assumption that the 
person bonded is honest at the time the risk is ap- 
proved. 

When an applicant is able to furnish a personal 
record for honesty, such a record may be accepted as 
an indication of his character. When, however, an 
applicant has never held a responsible position and, 
therefore, has not established a personal record, a con- 
sideration of his antecedents and early environment is 
essential. 

The character of a man is also indicated by his per- 
sonal habits. This is a very important element in con- 
sidering the chances of loss. Does he speculate or 
gamble! Does he play cards to excess or for large 
enough stakes to affect his income f Does he use alco- 
holic liquors to any extent! Does he live within his 
means! What are his companionships! 

While honesty is the chief requisite for Fidelity 
bonds, the nature of the position the applicant 
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occupies or expects to occupy and the character of 
the duties connected with that position are important. 
It is not only necessary that an applicant for a bond of 
this class have a record for integrity, but that he will 
probably not prove dishonest in the future. The con- 
ditions of employment must be such as not to increase 
the possibility of a betrayal of trust. 

In considering the nature of the applicant 's position, 
it is vital that the following questions be answered 
satisfactorily: What will be his opportunities to take 
his employer's money! To what temptations is he 
likely to be subjected? What amount of money will he 
handle! To what extent will he have control over his 
employer's money! What opportunities will he have 
to conceal a shortage! What dependents has he! 
What is his indebtedness ! Will his salary be adequate 
to support him without the possible temptation to 
* * borrow ' ' from his employer to make up a deficiency ! 
What will be the financial liabilities of his position! 
To what checks and audits will his accounts be sub- 
jected! Under the conditions by which he will be 
surrounded, can he be depended upon to resist possible 
temptations and opportunities to appropriate his em- 
ployer's money! 

The periodical audit of the applicant's accounts is 
a necessary safeguard. Such audits are recognized as 
a part of good business practice and are made by the 
best concerns in their own interests without reference 
to the requirements of the surety. 

The career and character of an applicant are ascer- 
tained by investigation. The most valuable informa- 
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tion, which should cover a period of ten years at least, 
can be secured from those by whom he has been 
employed during that time. If he has never occu- 
pied a position of trust, information must be secured 
from those who know the antecedents and environment 
of the applicant. The names of at least five references 
are required. The standing of those from whom the 
information is secured and their connection or per- 
sonal association with the applicant must be taken into 
account. Unbiased reports are not always obtainable 
from kinsmen, close associates, or others who may be 
personally interested. 

Information concerning the character of the position 
to be filled and the opportunities and temptations to de- 
fault can be secured from the present or prospective 
employer. 

Most men, of course, are prevented from committing 
dishonest acts by their own consciences ; some by the 
fear of public opinion; others, however, only by the 
fear of punishment. The fact that surety companies 
prosecute unfaithful bonded employes has had the 
effect of lessening the number of trust violations, while 
the fear of his being disgraced or imprisoned has 
caused relatives and friends often to go to the rescue 
of a defaulting employe. 

As one writer expresses it: 

Much of the safety of a fidelity risk consists in 
inducing those who are covered by bonds to believe 
that honesty is the best policy and to live and act 
accordingly. It recognizes the market value of a good 
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reputation, right living, creditable family connec- 
tions and a good home. Persons of experience have 
found that those in positions of trust who speculate 
in stocks, grain, provisions and like commodities, 
lured on by the hope of retrieving past losses, become 
defaulters to large amounts. It has been observed also 
that persons in positions of trust who are in the habit 
of gambling will sooner or later become losers and, in 
consequence, defaulters, though the defaults conse- 
quent to such misconduct are not nearly so large as 
those resulting from speculation, involving sums of 
greater amount than those at risk in games of chance. 

It is generally true that persons in positions of trust 
who live beyond their incomes are likewise greatly 
exposed to the temptations of small peculations, par- 
ticularly if addicted to immoral habits and excesses. 

Financial and other institutions do not procure 
bonds of a suretyship so that they may take the place 
of the duties of the managers of such concerns, but to 
protect against a risk ever present despite the strictest 
supervision and the most approved system of accounts. 
The interests of the insured and the insurer are identi- 
cal. Each is interested and seeks to prevent default. 

The handling of Fidelity bonds is comparatively 
simple. The main thing for the agent to do is to 
submit the papers in proper shape. Use the forms 
designated for each class of risks. See that all infor- 
mation required in the different application blanks is 
furnished. This is of the utmost importance. 

It is absolutely necessary that the agent secure state- 
ments from present and former employers of all appli- 
cants, in strict accordance with the printed instructions 
on this subject. 
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Always send a letter of transmittal, giving full in- 
formation, reporting what course has been followed in 
investigating the risk and explaining all conditions sur- 
rounding the risk not shown in the papers. It is essen- 
tial that an applicant make truthful answers to all ques- 
tions asked on the application blanks and that the 
names of personal references be given in order that the 
Company may ascertain the applicant's record for 
responsibility. 

Fidelity bonds may be written in two ways, as indi- 
vidual bonds or as schedule bonds. 

Individual Fidelity bonds, as the term implies, cover 
one person only. 

Schedule Fidelity bonds are in the nature of open 
bonds covering six or more persons. The provisions 
are the same as in the case of individual bonds, the 
only difference consisting in a list or schedule attached 
to the bond giving the names, positions, amount of 
liability and premium for each person covered. Addi- 
tions or deductions desired after the bond is executed 
are made by ** change notices " signed by the em- 
ployers. Schedule bonds are of great value to em- 
ployers who desire to bond a number of employes. 
Under such a system, the bonds of all employes of a 
concern expire on a certain date, thus saving much 
detail and confusion both to the Company and to the 
employers. 
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The position form of bond where the positions are 
bonded and not the individuals is not considered de- 
sirable either for the Company or for the employers. 
Therefore, in cases where applications are made for 
this form of bond, the consent of the Home OflSce must 
first be secured. 

The above classes of Fidelity bonds are executed 
exclusively on the Company 's regular forms. 

Some forms of Fidelity bonds are continued from 
year to year by payment of annual premiums and the 
issuance of continuation certificates. Other forms con- 
tinue in force so long as the annual premiums are paid, 
without the issuance of continuation certificates. 

Fidelity bonds are usually written for one year. 
About sixty days before the expiration of bonds, the 
Home Office sends the agent renewal notices and con- 
tinuation certificates. Before delivering the continua- 
tion certificates, the agent must be satisfied that there is 
no reason for not renewing the bonds. 

Some states require bonds of all commanding offi- 
cers of the state militia or home guard. These bonds 
guarantee not only the honesty of the principal, but 
also against losses of public property which may result 
from the carelessness of the principal or anyone under 
his command. This business is desirable, but financial 
responsibility should be required of applicants. 

The bonds which must be given by postmasters, 
assistant postmasters, postal clerks, letter carriers, 
and other federal officials running to the United States 
Government constitute a very desirable class of busi- 
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ness because of the strict supervision exercised by the 
Govenunent over its officials. An effort should also be 
made to get this business because the bonds of sub- 
ordinates to federal officials are usually given to the 
company which executes the bonds of the chiefs. A 
list of government officials from whom bonds are 
required may be found in the Rate Manual. 

All bonds to the National Government must be on 
special forms. The proper forms are furnished to each 
appointee when his appointment is made. This form 
must be sent to the Home Office with the application. 
In the case of bonds for subordinates which run to the 
chief officials, the forms are furnished by the Company 
and need not accompany applications. 

Federal Official bonds are for the term of appoint- 
ment, usually four years, except in the case of Indian 
traders whose bonds run for only one year, and post- 
office employes where the liability continues until the 
termination of service, change of position or filing of 
a new bond. 

Federal Official bonds cannot be canceled by the 
surety before expiration at the end of the term of 
appointment. Filing new bonds does not release the 
original surety. Care must be exercised not to take 
applications from federal officials or employes who 
previously have been covered by other surety. 

When annual premiums on Federal Official bonds 
are agreed upon, the agent will receive notices sixty 
days before the premiums are due, with expiration 
notice on each bond. At the end of the last year of 

3 
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the official 's term, the agent should take an application 
blank and solicit a new bond if the old official is reap-' 
pointed. He shonld give duplicate receipts for all pre- 
miums paid, one for filing in Washington, as required 
by the various federal departments. 

Prohibited Risks. — The following classes of fidelity 
risks are undesirable and will be declined unless there 
are exceptional reasons for writing the bonds : 

Insurance agents, except general agents reporting 
direct to the home office ; field men of industrial insur- 
ance companies; employes of jewelry concerns; sew- 
ing machine salesmen and collectors ; traveling repre- 
sentatives of newspapers and publishing houses; 
traveling representatives, branch managers and out- 
side employes of breweries and liquor concerns ; agents 
receiving consignments of goods on a commission basis ; 
any employes receiving compensation except on a 
straight salary basis; collectors, unless the applicant 
is also a salesman receiving a salary of not less than 
$50 a month. The Company does not desire to bond 
employes on special forms covering guarantee of good 
faith, contract of employment or against dishonesty. 

License Bonds. — License bonds such as are required 
from liquor dealers (commonly called Excise bonds), 
pawnbrokers, auctioneers, employment agents, nur- 
serymen, druggists, hotel keepers, and all other 
License bonds listed in the Rate Manual under Fidelity 
Bonds, are issued by the Fidelity department. 

Nearly all states and municipalities regulate certain 
kinds of business by law. All persons so licensed must 
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give bonds guaranteeing that the laws will be observed 
and that no losses will resnlt to the public from failure 
to observe the laws. In case moral risks only are 
involved, the bonds are issued by the Fidelity depart- 
ment. Those involving the performance of given 
obligations under the laws are issued by the Contract 
department. 

These License bonds constitute a very desirable 
class of busiuess because of the premiiuns secured and 
because of the influence the business may exert in at- 
tracting other bonds. They are usually written for 
one year and new bonds must be filed annually. They 
run to states and municipalities and should not be con- 
fused with Internal Revenue and Customs bonds run- 
ning to the United States Government. 

An applicant for a License bond must have a reason- 
able amount of financial responsibility and good moral 
standing in the commnnity. License bonds are more 
hazardous than mere guarantees against dishonesty, 
for which the bonds also provide. It is necessary, 
therefore, that an applicant be financially responsible 
and of good moral character. This is especially 
essential id the case of Excise bonds. 

The forms of License bonds are always statutory. 
In each case, the bond is furnished with the license. 
Always send bond forms with applications to avoid 
delay in passing on risks. Special attention must be 
given to filling out the statement of assets and liabilities. 
The agent must give his opinion of the risk on the appli- 
cation blank. When an application indicates no finan- 
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cial responsibility, the agent must personally ascertain 
the applicant 's standing and make a full report thereon. 

Excise bonds are hazardous and great care must be 
exercised in soliciting them. The nature of the laws 
regulating the sale of liquor is another factor to be con- 
sidered. The Company issues special forms of bonds to 
indemnify personal bondsmen in those states where 
the laws require that liquor license bonds be given with 
personal sureties. 

The Company also issues bonds which state laws 
require insurance companies to file before they may 
qualify for the transaction of business. These bonds 
cannot be executed except on special authorization 
from the Home OflSce. 

DEVELOPMENT 

Fidelity business is very profitable to the Com- 
pany on account of the large aggregate volume 
of business written which, being divided into com- 
paratively small individual risks at commensurate 
rates, has a tendency to reduce the loss ratio to a mini- 
mum, thus making the line desirable from an under- 
writing point of view. 

From the agent's standpoint, the business is very 
remunerative because it offers a wide and profitable 
field and the broadest opportunities for aggressive 
solicitation. When the business is once secured it is 
easy for the active agent to renew it from year to year, 
thereby creating a regular source of income in com- 
inissions. 



FIDELITY BONDS 37 

Bonds for administrators, trustees, guardians, those 
given in legal actions, those of public oflScials, and 
Internal Revenue and Customs bonds are required by 
law. There is no escape from them. No arguments 
need be used to convince prospects of the necessity 
for giving such bonds. The agent's success depends 
largely upon the character of service rendered and his 
ability to overcome the custom of giving and accepting 
bonds signed by personal sureties. 

Not so with Fidelity bonds. They are not required 
by law. A demand for the protection provided by 
Fidelity bonds, therefore, must be developed by per- 
sonal solicitation. The demand must be created by 
proving their necessity. Fidelity bonds are given 
because an employer desires protection against the 
possible dishonesty of his employes. In soliciting pros- 
pects, the agent should explain the necessity for the 
protection and the Company's system of issuing either 
individual or schedule bonds. 

Protection being desired, the agent is confronted 
with the necessity for using data showing the strength 
and satisfactory methods of the Company. This will 
enable him to prove that he sells protection, the abso- 
lute certainty of which is guaranteed under state and 
federal laws. He will often be able to sell Fidelity 
bonds at manual rates as against competitors repre- 
senting ** cut rate " companies. This feature makes 
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an agency of a strong and liberal company worth while, 
and gives the agent a decided advantage. 

Few property owners fail to carry fire insurance, .yet 
defalcations are not much less frequent than fires. No 
one expects his property to bum, but all take precau- 
tions against fire. Persons also insure their lives so 
that their beneficiaries will not suffer when the support 
of the family ends. No employer expects dishonesty 
among his employes, but experience shows that even 
the most trusted men go wrong. Business prudence 
demands protective measures, i. e., Corporate Fidelity 
bonds ; for a trusted employe is just as likely to develop 
dishonesty as the employer's property is to bum. 

The dishonesty of some employes probably would 
cause greater loss than a fire, and yet their employers 
may not carry insurance against such a possibility. 
They have not been told as much about Fidelity bonds 
as about fire insurance. Here is one of the agent's 
opportunities. A comparatively small percentage of 
the amount lost through defalcations is restored by 
Corporate Fidelity bonds, whereas the greater amount 
of losses caused by fire is covered by insurance. 

It is apparent that there is a market for Fidelity 
bonds in every commercial, financial, private, and 
public institution employing men in positions of 
trust. If their employes are not bonded the develop- 
ment of dishonesty may mean financial wreck and 
ruin. All employers, whether an individual, a part- 
nership, a corporation or an association, who employ 
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men and women to handle money or other property 
are prospects. This applies to small as well as 
large concerns. As a matter of fact, the small business 
enterprise needs this protection even more than the 
large one to which a loss might not be so serious. 
Every employe who has in his custody money or other 
property should be bonded. Those concerns which least 
can afford to suffer financial loss least can afford to be 
without protection. 

It is often diflScult to persuade a man that he should 
protect himself against the possible dishonesty of his 
employes when he has full confidence in their in- 
tegrity or to convince him that he needs any 
other kind of corporate protection when the neces- 
sity for that protection, perhaps, has not been empha- 
sized by some local event. The agent should point to 
numerous cases of heavy financial losses in other 
communities, if no such local event furnishes an object 
lesson to prove the necessity. No one can tell where the 
lightning will strike next. It is the unexpected that 
often happens. The records show that it is the hitherto 
honest man who goes wrong; the man of formerly 
unblemished reputation who causes losses. The wise 
business man always provides against the unexpected 
if he desires to safeguard his interests. 

Experience proves that no system of bookkeeping or 
auditing will prevent defalcations. In fact, the news- 
papers almost daily report defalcations by men in 
banks and in mercantile, manufacturing and other 
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establishments. These reports prove that a sharp and 
dishonest employe can easily appropriate a large sum 
of money and escape before he is detected. The men 
who steal are those who have more or less access to the 
cash of their employers or are in league with some other 
employe who has a still better chance to default. Senti- 
ment which may cause employers to hesitate to require 
Fidelity bonds from old and trusted employes has no 
place in a properly conducted business institution. 
It is no reflection upon any individual to require him 
to give bond. No business man employs those whom he 
does not believe to be honest, but he should take no 
chances on the possible development of dishonesty 
among his employes due to the inability to resist temp- 
tation as the result of fast living, the racing * * fever, * ' 
an expensive family, a desire to keep pace with well-to- 
do friends, gambling, speculating, and the many 
other causes which often lead to a determination 
to get money, honestly if possible, but at any cost or by 
any means. Possible dishonesty should not be allowed 
to endanger financial stability. 

Fidelity bonds in a company of recognized highest 
possible financial standing furnish the only adequate 
and perfect protection. The great banks and the largest 
mercantile and manufacturing concerns in the coun- 
try ; concerns which are always abreast of the times in 
adopting modem methods; concerns which conduct 
their affairs on strictly business principles and not 
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on sentiment or mere faith in hmnan nature, all demand 
that their oflScers and employes give bonds. The 
federal, state, county, and municipal governments also 
require bonds of their public oflScials. 

The ability of an employe to furnish a corporate 
bond is in itself a certificate of his previous and present 
good character and correct business habits. The Com- 
pany fully investigates all applicants for its guarantee, 
and its guarantee constitutes a stamp of approval. 
Thus, the Company renders a double service to its 
clients in that it protects them against employing dis- 
honest men and provides a safeguard against possible 
losses due to the later development of dishonesty. 
The Company's method for investigating the char- 
acters of those whom it bonds is far more certain in 
its results than any plan of investigation which an 
individual, firm, or general corporation could adopt. 
This investigation is in itself worth far more to em- 
ployers than the premium charges on such bonds. 

The moral effect of a Corporate Fidelity bond upon 
the person bonded is most beneficial. He feels the re- 
straining influence of the additional supervision exer- 
cised by the Company. 

The agent should get in touch with all persons 
or concerns who, under the law, must give License 
bonds such as have been described above. The 
Rate Manual lists the classes of prospects from 
whom these bonds are required. The agent can also 
secure from his city, town or village clerk a complete 
list of those who, under the local municipal laws, are 



42 FIDBLITYy BUBBTY AKD CASUALTT 

required to give License bonds together with the 
amounts of such bonds and the dates when they must 
be filed. The business of desirable prospects should 
be solicited well in advance of the time when the bonds 
must be filed. The agent's ability to render superior 
service will count most in soliciting this business. 



CHAPTER 5 

Fbaternali Order Bonds 

underwriting 

Fraternal Order bonds safeguard the funds of mem- 
bers by guaranteeing payment in case bonded officers 
prove dishonest. They furnish the same protection 
that other Fidelity bonds provide for banks, merchants, 
manufacturers and other concerns. They include the 
bonds of officers and employes of supreme, grand and 
subordinate lodges of fraternal orders, labor unions 
and beneficial societies. 

These bonds are issued to cover either individual 
lodge officers or as schedule bonds to cover two 
or more officers of supreme, grand, or subordinate 
bodies. They may be issued either to cover an indi- 
vidual personally or the official positions where there 
are two or more officers. They are also issued covering 
depository liability and the faithful performance of 
official duties, as required by the lodge constitution and 
by-laws. When special bond forms are desired, they 
must be submitted for approval. 

An applicant must be of good moral character and 
possess a record for integrity. 

Employers' statements on applications covering su- 
preme and grand lodge officers must be properly exe- 
cuted and signed. All questions must be fully answered. 
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especially as to the way money is handled and de- 
posited, and whether countersignature is required. 

When the Company makes a contract covering all 
officers of an order, individual applications for subor- 
dinate officers are not required. It is only necessary 
for the recording secretary to prepare a list giving 
the number, name, and location of the lodges and coun- 
cils; the positions to be bonded, and the amount of 
bond desired for each position. This list should be 
attached to an application, which must be executed and 
signed by the supreme president and secretary. 

When bonds are issued covering official positions, 
changes in officers may be made as often as desired 
without notifying the Company. Notice is required 
only when there is an increase or decrease in liability. 

The Company's liability under a Fraternal Order 
bond cannot be increased unless a certificate accom- 
panies the application showing that the accounts of 
the applicant have been audited and found correct to 
a recent date. 

All bonded fraternal order officers must deposit 
lodge funds in bank under their official titles, and all 
checks must be countersigned by one or more officers. 

Expiration notices are forwarded to agents sixty 
days before renewal premiums are due. No bond is 
considered renewed or continued unless the expiration 
or premium notice is returned to the Home Office advis- 
ing the renewal of a bond or the payment of the pre- 
mium. 
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DEVELOPMENT 

Since there are local lodges of one or more fraternal 
orders .in every town, every surety agent has an op- 
portunity to solicit this business. 

Special efforts should be made by those agents in 
whose territories the supreme and grand oflScers of 
fraternal orders are located to secure a contract to 
bond all the officers under one schedule bond. Under 
this plan, the cost of bonds for each lodge or council 
is much less than when individual lodges or councils 
secure their bonds direct. 

Lists should be prepared by the agent of all societies, 
fraternal orders and beneficial organizations. The 
president or officers of the supreme or grand councils 
of such orders or societies should be called upon and 
their good will cultivated. They will be able to give the 
agent a list of the subordinate orders or councils, the 
officers of which, in turn, should be seen or communi- 
cated with. 

As Fidelity bonds are required because an employer 
desires protection against the possible dishonesty of 
hifi employes, so Fraternal Order bonds provide pro- 
tection for those funds of the members which are 
entrusted to the care of lodge officers. 

As in the case of other Fidelity bonds, the demand 
for Fraternal Order bonds must be developed by solici- 
tation. 

Naturally, lodge members do not expect dishonesty 
among their * ^ brothers, ' * but the records contain many 
cases of such violations of trust. Lodges should be 
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conducted on the same business principles which govern 
commercial and financial enterprises. They have far 
more at stake than the mere safeguarding of transient 
interests, as their object is care of the sick, the pro- 
tection of widows and orphans, and other important 
efforts of far-reaching consequence. Sentiment, there- 
fore, should not be considered in the financial affairs 
of a lodge. The frailty of man cannot be overlooked 
with prudence, and the necessary precaution should 
be taken of requiring corporate bonds of those officers 
who are entrusted with the care of lodge funds. 

Such bonds provide the only adequate protection for 
lodge funds. Most of the great orders recognize this 
fact, and the officers of the supreme, grand, and subor- 
dinate bodies are placed under corporate bonds which 
will replace cent for cent to the penalty of the bonds 
any sums lost through the missteps of officers. Many 
of those who have not taken advantage of the protec- 
tion offered by corporate surety have suffered by their 
neglect. 

The direct premiums received by the agent for this 
class of business may be comparatively small, but the 
line is very desirable because it will lead to other more 
profitable bonds. Lodge members are men of affairs, 
and the fact that their Fraternal Order bonds are writ- 
ten by the company will cause them to refer other 
surety business to the agent. Therefore, the solicita- 
tion of this business will place the agent in close touch 
with lodge members and will act as an opening wedge 
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for many other premiTims. Much good business can be 
traced to lodge oflScers whom the Company has bonded. 
Unlike those signed by personal sureties, the bonds 
of a strong company always afford certain protection. 
State and federal examiners inspect the company's 
books at regular intervals and by law compel it to set 
aside ample funds for paying losses under bonds 
issued. The corporate bond is, therefore, the one en- 
during security for fraternal order funds, and its pay- 
ment is automatic upon proof of a just claim* 



CHAPTER 6 

Public Official Bonds 
unde3wbiting 

Public Official bonds insure against the possible dis- 
honesty of state, county, and municipal officers, whether 
elected or appointed, and their deputies and clerks. 
The surety on such bonds is liable not only for any 
public moneys which the public official may convert to 
his own use, but also for any financial losses result- 
ing from failure to perform official duties properly or 
from the negligent or improper manner in which such 
duties may be performed. These bonds are required 
by law, and no one may qualify for a public office of 
trust until he has filed an acceptable bond. 

Experience shows that only conservative under- 
writing will hold down a large loss ratio on this class 
of business. To this loss is added the expense of the 
proper supervision and inspection of the accounts of 
bonded public officials by the Company's auditors. To 
make public official business profitable, great care 
must be exercised in passing upon risks. 

Public Official bonds cover the officers of states, 
counties, towns, townships, cities, villages and other 
municipalities; school districts, road districts, and 
other political subdivisions of states and counties ; the 
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oflScials of prisons, reformatories and other institu 
tions established by statute, supported by public 
appropriations, and to which inmates may be com- 
mitted by public authority. They include the bonds 
required of state treasurers, secretaries of state, comp- 
trollers, attorneys-general, the various state commis- 
sioners, and other officials of the states and their 
deputies ; also the bonds of county treasurers, tax col- 
lectors, sheriffs, county clerks, assessors, public admin- 
istrators and guardians, as well as the bonds of city, 
town and village assessors and clerks. 

An applicant for a Public Official bond must be a 
man of good reputation, with a satisfactory record 
for honesty, business ability and integrity. It is 
necessary, also, that he be a man of sufficient experi- 
ence and efficiency to perform properly those official 
duties which are required of him by law. 

When a man runs for public office, his record, both 
personal and business, usually becomes public prop- 
erty. All details are circulated by political friends and 
foes. The candidate's antecedents and environment, 
both of which influence character ; his personal habits ; 
his former connections; his personal associations, all 
become known, so that no difficulty should be experi- 
enced by the agent in ascertaining the necessary facts. 

An applicant for a Public Official bond may be 
honest, but not qualified in other ways to perform the 
duties of his office. It is well known that many public 
officials are elected more as a result of their personal 
popularity or political influence than as a result 
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of their special fitness for the duties to be performed. 
In passing upon the qualifications of an applicant, the 
duties and liabilities incident to the office must be con- 
sidered. It must be known whether the applicant has 
the experience and training which fit him for the proper 
performance of his duties and which will enable him to 
protect himself against the liabilities of his official 
position. 

In considering whether an applicant is qualified by 
experience and training for the office to which he has 
been elected or appointed, the nature and extent of 
the duties of the office, together with the opportunities, 
temptations and liabilities to which he wiU be subject, 
must be taken into account. Important factors in 
this connection, the necessity for which the agent will 
readily understand, are: the amount of money to be 
handled, the system of checks, the ease or difficulty 
with which shortages may be concealed, and the fre- 
quency and efficiency of public audits. 

Public Official bonds are usually executed on statu- 
tory or common law forms. Where such bonds are 
necessary, as in the case of all state and county officials, 
printed forms of bonds should accompany appli- 
cations. 

A public official sometimes prefers to give personal 
surety on his bond and then have a surety company 
to indemnify his personal bondsmen. Personal bonds- 
men are usually satisfied with a smaller indemnity bond 
for they believe a loss would probably amount to a 
small part only of the penalty of the Official bond. In 
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such a case the relative proportion of the indemnity to 
the bond must be considered. The agent should report 
the amount of the Official bond, as well as the penalty of 
the indemnity bond and the amount of funds handled by 
the official during the year. Under such a bond, the 
Company is liable for larceny and embezzlement indem- 
nity only. 

Public Official bonds are divided into two classes: 
(a) bonds of officials who handle money, such as 
treasurers, sheriffs, tax collectors and court clerks; 
and (b) bonds of officials who either do not handle any 
funds or who handle comparatively small amounts, 
such as many auditing and recording officers, asses- 
sors, secretaries and attorneys. The requirements in 
executing the bonds of those officials who handle money 
are, of course, more stringent than in the case of those 
through whose hands comparatively small amounts 
pass. 

It is especially desirable that an applicant who 
handles money should be a man of financial standing, 
business ability, and with a record for integrity. Fi- 
nancial standing is, of course, necessary in the case of a 
tax collector, because the Company might be held liable 
for uncollected taxes. 

One of the liabilities under the bond of a public 
official who handles money is the danger of losses 
through the failure of banks where public funds 
are deposited. Where the official is liable for such 
losses the Company requires the banks to give deposi- 
tory protection, usually corporate bonds. In many 
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states the law requires Depository bonds or collateral 
from banks in which public funds are deposited. 
Where such laws exist, the bonds of treasurers are 
usually relieved of contingent bank liability. The 
existence of such laws widens the agent's field for 
profitable solicitation for then he does not have to 
prove the necessity for this protection. Depository 
bonds should be equal to the maximum amount on 
deposit at any one time to the credit of the bonded 
official. 

The Company as a rule will not write the bond of a 
public official handling money who is reelected to office 
and who was not bonded by it during his previous term. 
Where all other conditions are favorable, however, 
the Company does at times make an exception to this 
rule if it is possible to have a thorough examination 
made of the official's accounts by competent account- 
ants or auditors. This, however, does not apply to 
the bond of a tax collector. It is difficult to secure posi- 
tive proof as to the correctness of official accounts at the 
beginning of a new term. A public official is often able 
to carry a shortage from one term to another. When 
the shortage is finally discovered, it is difficult, if the 
surety on the second bond is different from the surety 
on the first bond, to prove in which term it actually 
occurred and hence which surety should bear the loss. 
Another reason for not desiring an application from 
a hold-over official is that sometimes sureties on an 
official's bond desire to be relieved of liability. Then 
the hold-over official seeks other surety. A public 
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oflScial whose bond has not been satisfactory to former 
sureties might apply to this Company for his bond. 

When the Company has bonded a public official dur- 
ing his previous term, however, an application for suc- 
ceeding terms will be considered, provided the appli- 
cant's accounts have been audited and approved. 

The Company will not bond a constable, as this 
class of business is too hazardous. 

In considering an application for a bond from a pub- 
lic official who does not handle money, the restrictions 
are less stringent. The applicant, however, must be 
a man of good standing and with a good record in his 
community. The Company does not object to the hold- 
over feature in such a case. A bond written in the 
middle of an official term is undesirable, even under 
this heading. 

In many cases, the chief public official is liable for 
losses resulting from a default or the failure to per- 
form official duties properly on the part of his depu- 
ties and clerks. In some states, the deputies and clerks 
are themselves required by law to give bonds. When 
the chief official is liable for the acts of his subordi- 
nates, it is necessary that the public official require 
corporate bonds of his deputies and other assistants 
when such bonds are not required by law. This is 
particularly true when the chief handles money. This 
is insisted upon before the Company will write the 
official bond of the chief. Many subordinates have 
been responsible for serious shortages. When the chief 
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oflScial is liable for the acts of his subordinates, he mnst 
make good losses caused by his assistants unless his 
deputies are bonded. This feature is of paramount 
importance in handling a big public oflScial risk and 
must always be remembered in soliciting this class of 
business. 

A public oflScial is required to account for interest 
received on deposits of public funds. Therefore, the 
agent should see to it that an applicant for an OflScial 
bond recognizes his obligation to account properly for 
money received from this source. 

The fact that the surety is liable for the failure of 
a bonded public oflScial to perform properly his duties 
according to law, in addition to liability for the proper 
handling of public funds, emphasizes the necessity for 
an applicant's being not only an honest man but also 
one of suflScient experience and training as well ; a man 
of enough intelligence and familiarity with his oflScial 
duties to perform successfully the work for which he 
is legally responsible. When a public oflScial is re- 
quired by law to perform given duties, the neglect or 
improper performance of which might cause financial 
loss to the state, county, or municipality, the risk is 
much more than an honesty risk. 

Another reason why a public oflScial should be thor- 
oughly familiar with his duties and have suflScient 
experience to perform properly those duties is that 
he may impose a liability on his surety should he 
exceed or abuse his legal authority. 
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It is the imperative duty of every public official to 
deposit daily the public funds in bank, except where, 
as in California, such funds are required by law to be 
placed in vaults especially provided for the purpose. 
Such funds as are necessary for the public official to 
retain in his possession over night should be kept in 
a burglar-proof safe covered by burglary insurance. 

As a rule, where statutory forms are required, 
Official bonds run for the fiill official term. A bonded 
official agrees, generally, to pay annual premiums dur- 
ing his term. In such a case, no renewals are necessary. 
The agent receives premium notices and should collect 
premiums promptly. It is important in each case that 
the agent have the applicant insert the correct amount 
of the annual premiums in the blanks provided for that 
purpose on application forms. 

In some cases, especially in connection with munici- 
pal official bonds where bonds may be issued on limited 
forms, the Company's liability may be limited to one 
year. In such cases, it is necessary, when the public 
official bonded continues in office, to renew the bond by 
issuing a continuation certificate. This usually covers 
one additional year. 

A petition for release addressed to the proper au- 
thorities, as provided by the laws of many states, is 
the method for canceling Public Official bonds exe- 
cuted on statutory forms. In some states, however, 
no provision is made for release, and it is almost 
impossible to do anything until the end of the terms 
for which the bonds were written. With bonds 
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issued on limited forms in which cancelation clauses 
are included, the procedure outlined in such clauses is 
followed. 

No return premiums on Public OflScial bonds are I 
allowed without consulting the Home OflRce. Statu- 
tory bonds are seldom returned for cancelation, 
and claims may be made under a bond after the 
bonded public oflScial retires from office. The Com- 
pany must, therefore, have proof that his accounts 
were correct when the official retired from office before 
allowing a return premium on his bond. 

The bond of a public official, covering as it does the 
faithful performance of official duties, the correct hand- 
ling of funds and like matters, necessarily carries an 
extended liability. This often includes, as previously 
stated, the failure of banks where public funds are on 
deposit unless these funds are covered by Depository 
bonds. 

Under many Official bonds, there is also a possibility 
of damage suits and the recovery for serious official mis- 
takes, as, for instance, when an official exceeds his au- 
thority by improperly paying out public funds, even 
unintentionally. Hence, it is necessary for the agent 
to furnish all possible information concerning the qual- 
ifications of an applicant, including his reputation for 
honesty and integrity, his business ability and his gen- 
eral standing. 

A bonded public official who handles money is re- 
quired to furnisli the Company at regular intervals 
certified copies of his official reports. Such reports 
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must be accompanied by certificates from banks veri- 
fying the deposits of public funds as shown in the 
reports. The agent is expected to cooperate by keep- 
ing in touch with the situation so as to see that reports 
are promptly furnished. 

In some states, the Company does not desire to write 
certain Public Official bonds because of local condi- 
tions and past unsatisfactory experience with this class 
of business. The agent who may be in doubt as to 
whether certain of these bonds in his state are desir- 
able or who wants any other information regard- 
ing the handling of this class of business, the qualifica- 
tions of applicants, the coverage and terms of bonds, 
or on any other feature which may not be clear after a 
study of this book, or the Guide for Agents, should write 
to the Public Official department at the Home Office or to 
his Branch Office. 

DEVELOPMENT 

As Public Official bonds cover state, county, and 
municipal officers and their deputies, the agent can 
secure complete lists of those who are required to give 
bonds from the secretary of state and from county, 
city or village clerks in whose offices these bonds are 
filed. 

Owing to the fact that no one may qualify for a 
public office of trust until he has filed an acceptable 
bond, the necessity for bonds need not be emphasized 
in soliciting business from chief officials. The law 
requires that they give bonds. The main thing to do 
is to show the superiority of corporate over personal 
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surety. Impress upon public oflScials the fact that the 
few dollars a corporate bond will cost constitute the 
best investment they can make. 

The ability of a public official to furnish a bond in 
the United States Fidelity and Guaranty Company is 
in itself an indication of a satisfactory record on his 
part, for the Company carefully investigates those 
whom it bonds. 

Public officials should by all means maintain their 
independence and avoid embarrassing obligations to 
their own constituents. Any official who permits indi- 
viduals to assume the serious responsibility of becom- 
ing his surety, instead of giving corporate bonds, ties 
his hands and invites conflict between his sworn duty 
and his obligations to his friends. Many officials whose 
intentions were honest have proved false to their 
trusts because they did not have the moral courage to 
enforce tax collections from their personal sureties, 
refuse them loans from the public funds, or deny them 
other accommodations. 

Sometimes bankers agree to go on a Public Official 
bond as sureties provided the official agrees to keep 
the public funds in their bank. The solvency of the 
bank may become questionable, but the public official's 
hands are tied. He feels that he cannot withdraw 
his deposits when the directors and the officers of the 
bank are sureties on his bond. The bank may fail and 
the public official may become a bankrupt, for his 
personal sureties are liable only after his estate is 
exhausted. 
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Some states, recognizing the great superiority of 
corporate over personal surety, pay the premiums on 
Public OflSicial bonds out of public funds. The agent 
should become familiar with such laws in his own state. 
When premiums are to be so paid, it is a great aid in 
soliciting. Many public oflScials, especially those whose 
offices do not offer much financial remuneration, claim 
they cannot afford to pay premiums on corporate bonds 
and consequently they give personal surety. When the 
premiums are paid by the state, county, or municipal 
governments, the premium expense, of course, cannot 
be offered by public officials as an obstacle to corporate 
bonds. In those states where the laws do not require 
the payment of premiums on corporate Public Official 
bonds, the agents should endeavor to secure the enact- 
ment of such laws. 

Some states require bonds of subordinate public 
officials. When such bonds are not required, chief pub- 
lic officials should be shown that it is necessary for 
their own protection to require subordinates who 
occupy positions of trust to give corporate bonds. If 
this is not done, the bonds of the chief public officials 
would probably be liable for the acts of their subor- 
dinates. In persuading chief officials to require cor- 
porate bonds of their deputies, the unsurpassed protec- 
tion offered by the bonds of the Company should be 
shown and the fact that the Company promptly pays 
all losses should be emphasized. 

In developing this business an agent should not wait 
until after the elections. As soon as possible the names 
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of all candidates and prospective candidates of each 
political party or faction should be ascertained and 
promises secured of their applications in case they are 
elected. Thus the agent can often forestall less active 
competitors. Candidates should be solicited again after 
they are nominated and also immediately after the 
election. At the same time the agent should further 
solicit the business of desirable officers-elect who have 
not previously promised him their business. 

The friendship of local political leaders should be 
cultivated as a means of keeping informed as to prob- 
able candidates and of securing all possible influence to 
assist in obtaining Public Official bond business. 



CHAPTEK 7 
Bank Bonds 
underwriting 

Bank bonds are among the ** target risks " in every 
community. Recognizing the value of this busmess 
both because of the resulting direct premiums and the 
power and influence of banks in city, town and village, 
surety companies endeavor to secure Bank bonds, not 
alone because of their immediate worth in dollars and 
cents but as an advertisement and as a means of obtain- 
ing other bonding business which banks can influence. 
Banks, especially those in smaller communities, are 
looked upon as the centers of financial information and 
are often asked by persons who desire Judicial and 
other bonds to recommend a surety company. The 
first efforts of an enterprising agent should, therefore, 
be to secure the Fidelity bonds and other business of 
his local banks. 

All financial institutions are discriminating in the 
selection of a surety company the bonds of which they 
will accept. They use their expert knowledge in weigh- 
ing the financial standing of the surety companies so as 
to determine which offers the best protection. There- 
fore, when a bank accepts the United States Fidelity 
and Guaranty Company as surety, prestige is given 
the agent in soliciting other business. 
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Bank Fidelity Bonds. — Bank Fidelity bonds insure 
against the possible dishonesty of presidents, vice- 
presidents, cashiers, bookkeepers, collectors and em- 
ployes holding minor positions in national, state, 
and private banks, and in title, trust and safe deposit 
companies, guaranteeing reimbursement if those 
bonded default. 

Notwithstanding the conservatism and financial 
intelligence of banks and other banking institutions, 
it is surprising that many either carry no Fidelity bonds 
on their oflScers and employes or are satisfied with 
personal surety. There is, therefore, much fertile soil 
left in the banking field which enterprising agents 
can work with profit. 

Bankers ' Blanket bonds are issued to banking insti- 
tutions in penalties of $25,000 and multiples of that 
amount. These bonds cover in one aggregate sum all 
the employes of banks from oflSice boys to the highest 
oflicials. Lists of the names of employes are furnished 
when the bonds are first executed and annually there- 
after. During the interval, the banks have the right to 
add to the number of employes without additional pre- 
miums, and this coverage becomes automatic and binds 
the Company. These bonds guarantee against the loss 
of money or securities through (1) dishonesty of offi- 
cers and employes wherever committed; (2) destruc- 
tion or misplacement of securities or funds within 
the bank's premises; (3) hold-up and robbery as well 
as the * * snatching ' ' of funds or securities from within 
the bank by bandits and sneak thieves, whether effected 
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with or without violence; (4) hold-up and robbery of 
funds or securities in the custody of the bank's mes- 
sengers, or losses through the negligence of employes 
having custody of the property while in transit; 
(5) the burglarizing of the bank's safes and vault by the 
use of tools, explosives or the manipulation of the com- 
binations. They protect banks on each and all of these 
lines to the full penalty of the bonds. 

Hence, Bankers ' Blanket bonds prevent possible 
losses due to the act of any oflScers or employes of the 
banks and give security which is not to be obtained in 
any other manner. 

They also cover all single losses up to the amounts of 
the bonds. When losses are discovered, the payment of 
which would reduce the bonds by the amounts lost, 
blanket bonds are automatically restored to their full 
original amounts upon the payment of additional pre- 
miums computed pro rata upon the amounts paid. They 
cover all losses occurring between the dates of their 
issuance and termination, if discovered prior to one 
year after the bonds terminate. Should losses occur 
in excess of the amount of blanket bonds, all salvage is 
paid to the banks until the losses have been covered. 

If banks covered by blanket bonds also carry 
Fidelity bonds on their employes, credit on the premi- 
ums for the blanket bonds is allowed, and the latter 
operate as ** excess coverage " on losses caused by the 
dishonesty of bonded employes and as ** primary 
coverage " as to other losses covered. If Fidelity 
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bonds are not carried, blanket bonds operate as ** pri- 
mary coverage. ' ' 

Applications for blanket bonds are signed by au- 
thorized officers, individual applications from the 
employes not being required. 

Bank Fidelity bonds are issued only after a careful 
investigation of the moral standing and the present 
and past business records of the applicants. The insti- 
tutions with which applicants are connected must be 
properly supervised and examined. 

The Company's forms for these bonds are very lib- 
eral. They contain the ** continuity of liability " 
feature. This means that the Company is continuously 
liable from the dates the original bonds are executed 
to the expiration dates of the last renewal certificates, 
which may be a period of many years. Additions 
and deductions can be made on notices to the Com- 
pany, and interchange of positions is allowed, as in 
the case of individual Fidelity bonds. 

When the Company issues a Bankers' Blanket bond 
in lieu of a bond formerly carried in another surety 
company, it may be endorsed to give continuity of 
liability from the date of the bond originally issued by 
the first company, but in no event for a retroactive 
period exceeding three years. 

Bonds are issued to banks on the American Bankers' 
Association forms when so desired. 

Bank bond forms are closely scrutinized by bankers, 
and therefore agents should familiarize themselves 
with each of these forms before attempting to discuss 
their provisions. 
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Bank Depository Bonds. — Bank Depository bonds 
guarantee the safety of public moneys or other specific 
funds deposited in banks and banking institutions 
They guarantee that all checks drawn on such deposits 
will be honored and protect the depositors from losses 
in case the banks fail. 

Most Depository bonds are executed in accordance 
with statutory requirements. There is, however, a 
growing demand for private Depository bonds. 

A bank deposit creates the relation of debtor and 
creditor. The obligation of the surety on a Depository 
bond, therefore, is that of a credit guarantee. 

In order to warrant the execution of Depository 
bonds, the financial statements of the institutions must 
indicate a healthy and prosperous condition; their 
assets must be carried at conservative figures; the 
capital of the institutions must not be impaired ; a work 
ing surplus must be shown ; and, above all else, the per- 
sonnel of the management must be of the highest moral 
standing and business efficiency. In passing upon ap- 
plications for Bank Depository bonds it must be de- 
termined whether the banks are acceptable risks and, 
if so, how much credit may be extended to them. 

License Bonds. — The Company also issues License 
or Qualifying bonds which are required under the 
** Blue Sky " and banking laws of the different states. 
Qualifying bonds under the ** Blue Sky '' and the 
banking laws are hazardous. They will be issued only 
after full information has been furnished, and then 
usually only with collateral security. 

5 
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DEVELOPMENT 

Bank Fidelity Bonds. — ^What has been said concern- 
ing the development of Fidelity bonds in general is 
applicable to the development of Bank Fidelity bonds. 
One of the strongest arguments, however, in the 
solicitation of Bank Fidelity bonds is the following : 

Banks solicit deposits from the public and empha- 
size the safety of their fire and burglar-proof vaults, 
but they say nothing about their unbonded employes 
to whom the vault doors are always open and whose 
dishonesty might wreck the banks. The banks should 
be urged to avail themselves of the added protection of 
Fidelity bonds and of their value for advertising pur- 
poses in soliciting deposits. When banks in soliciting 
deposits can show that the funds of depositors are not 
only protected against burglars who seek entrance from 
without, but are also protected by Fidelity bonds 
against the possible dishonesty of those who have ac- 
cess to the funds from within, they have a telling 
argument to obtain business. 

Bank Depository Bonds. — No other company offers 
a Depository bond service superior to that of the 
United States Fidelity and Guaranty Company, and 
this is the strongest point the agent can use in solicit- 
ing this line. 

In developing this class of business, the agent should 
first secure the latest financial statement showing the 
condition of his bank prospect. He should forward this 
to the Home Office or to its Branch Office and send also 
a list of the directors of the bank, with, where practi- 
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cable, a general statement of the approximate financial 
worth of each of them, their general standing, business 
experience, and ability. 

In most states the law requires banks selected as 
depositories for public funds to furnish either Deposi- 
tory bonds or collateral. In some states, however, no 
such laws exist, while in others they apply to certain 
funds, such as those of the state itself. Under Public 
Official bonds where the surety is liable for bank fail- 
ure, the surety on behalf of the public official generally 
requires that Depository bonds be furnished by banks 
holding public funds for which the public official is 
liable. 

The soliciting of Depository bonds in those states 
where they are required by law is a simple matter. 
Eesults depend solely upon the agent himself. 

In those states where no such law exists, public offi- 
cials and others depositing special funds should be 
shown the value of ample bonds covering the deposits 
mentioned and the necessity for such bonds with a 
view to having them require Depository bonds from 
the banks in which their funds are kept. In such cases, 
the agent should use data showing the record of the 
Company in regard to Depository bonds. He should 
also emphasize the fact that such bonds mean absolute 
protection for the officials or other depositors because 
such bonds guarantee the solvency of the banks. 

Where these bonds are not required by law, public 
officials who deposit public funds in banks are liable 
in cases of bank failure. Officials often overlook this 
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fact. The agent, therefore, should induce such oflBcials 
to require Depository bonds from their banks in order 
to secure themselves and their sureties properly. Banks 
are generally willing to pay the premiums in order to 
get the deposits. It is necessary, however, to exercise 
diplomacy in such cases so that the banks will not think 
the agent is unnecessarily endeavoring to place upon 
them the burden of paying such premiums. Banks 
should consider the expense of such Depository bonds 
when they file their bids for public money. 

When a town or county sells improvement bonds, 
the funds resulting from such sales are deposited in 
local banks. Here, again, is an opportunity to develop 
this business by showing oflScials the necessity for 
securing protection. There is so much public work 
constantly in progress that this suggestion is very 
important. If an agent cultivates the friendship of 
his local oflScials, he can frequently secure profitable 
premiums. 



CHAPTER 8 

Raileoad and Transportation Bonds 

underwriting and development 

Railroad bonds are classified under two heads, Rail- 
road Fidelity bonds and Railroad Surety bonds. 

The former protect railroads, express, and other 
transportation companies against the possible dishon- 
esty of officials, cashiers, agents and other employes, 
guaranteeing reimbursement if those bonded default. 
In some cases, they also cover culpable negligence. 

Railroad Surety bonds include those given by ship- 
pers covering freight charges and those given by trans- 
portation companies to the United States government, 
states, counties or municipalities, except in judicial 
proceedings. 

Railroads and other transportation companies re- 
quire Fidelity bonds because they desire protection 
against the possible dishonesty and culpable negligence 
of their employes, and on account of their moral 
effect. * * Culpable negligence ' ' means failure to exer - 
cise that degree of care and caution which persons of 
ordinary prudence and intelligence usually exercise in 
regard to their own affairs of the same character. 

Dishonesty and culpable negligence cause heavy 
losses to railroads and other transportation companies. 
No audit, inspection or detective system can prevent 
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dishonesty. No supervision can obviate culpable negli- 
gence. It is therefore incumbent upon the agent to 
show that the bonds of the Company provide perfect 
protection against losses due to the dishonesty and 
culpable negligence of the employes bonded. 

It should also be shown that the Company carefully 
discriminates in writing bonds, that every individual 
whom it bonds is found worthy of trust, and that cor- 
porate bonds exercise a restraining influence upon 
those bonded. The Company has on file the papers 
and records of several hundred thousand transporta- 
tion employes, a number of whom have been found 
or have proved themselves unworthy of confidence. 
The records of the Railroad department are kept so 
as to enable that department to notify clients promptly 
whether the applicant is a persoii who will render 
proper and intelligent service to the railroad company 
and be acceptable to the Company. Should officials 
of transportation companies prefer that the Company 
make no investigations of their old employes, it will 
comply with their wishes. 

Applications for premium rates and bond forms 
must be made to the Railroad department at the Home 
Office. The agent must not quote rates on Railroad 
bonds until he has communicated with that depart- 
ment and received specific authorization in each 
instance. These restrictions apply to steam railroads, 
to express companies operating over steam or electric 
railroads and to steamboat lines; they do not apply 
to electric urban or interurban street railways. 
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Frequently, employes of transportation companies, 
whose bonds have been canceled by the Company, seek 
to learn through the agent the reason of such action. 
The agent should politely decline to give any informa- 
tion because he knows nothing concerning the merits of 
the case. He should give the inquiring employes, how- 
ever, the name and address of the superintendent of 
the Eailroad department at the Home OfiSce, who can 
answer all inquiries of this character. 

Eailroad and Transportation bonds offer a good 
field for solicitation for those agents who are located 
in the larger centers of population. On account of 
the extensive territories covered by transportation 
companies, the agent should communicate with the Rail- 
road department at the Home OflBce in case he can in- 
fluence any of this class of business or can assist the 
Company in securing it. 

The agent is especially asked to solicit the bonds of 
employes of street railway companies which operate 
within his territory. Many street railway companies 
require their conductors and motormen to make cash 
deposits for the protection of the companies. A large 
percentage of these employes prefer to pay a small 
annual premium on bonds in favor of the street rail- 
way companies rather than make such cash deposits. 
The moral effect, particularly on conductors, of being 
covered by corporate bonds should appeal strongly to 
the officers of such companies. 

The Railroad department is in a position to advise 
the agent in practically all cases by what surety com- 
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panies the bonds of transportation companies are 
carried ; to give the expiration dates of such bonds and 
also to furnish the names and addresses of officers 
who have the placing of bonds. 



CHAPTER 9 

Inteknal Revenue and Customs Bonds 

underwbiting and development 

Bonds under this classification are required to be 
filed by those who manufacture certain commodities 
and in accordance with federal laws pertaining thereto. 
They include various kinds of bonds given in favor of 
the United States Government and filed either through 
the Department of Internal Revenue or the Customs 
Division of the Treasury Department. 

Principal among the many bonds filed are the official 
bonds of collectors of internal revenue, collectors of 
customs and their deputy collectors, bonds of store- 
keeper-gangers, revenue agents and naval officers. 

Included under this heading also are Penalty or 
License bonds required of distillers, brewers, wine 
makers, cigar and tobacco manufacturers, oleomar- 
garine manufacturers and others who are engaged in 
the business of making or selling any article on which 
there is due to the Federal Government an internal 
revenue tax. There are also other forms known as 
bonds covering general and special bonded warehouses, 
denatured alcohol, customs warehouses, and sundry 
additional bonds all of which indemnify the Govern- 
ment for the payment of revenue taxes due and the 
proper operation of their plants in accordance with the 
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rules and regulations prescribed by the Treasury 
Department. 

The United States Fidelity and Guaranty Company 
was one of the first surety companies to establish and 
fully equip a special department for the purpose of 
underwriting such bonds. 

Internal revenue and customs premiums are derived 
mainly on bonds covering liquors and tobacco. These 
bonds are in a sense credit guarantees inasmuch as 
they assure the payment of money obligations in the 
way of revenue taxes. The collection of internal reve- 
nue taxes is surrounded by many safeguards. The 
restrictions, rules and regulations are very exacting 
and make surety bonds of this class very desirable from 
applicants who can qualify morally and financially. 

All federal bond forms or bonds given in favor of 
the United States Government are statutory and bear 
specific form or catalogue numbers assigned by the 
Government. In many instances they are exempt from 
the various laws and varied conditions in the several 
states which may affect other forms of surety bonds. 

Internal Revenue Bonds. — There are at present 
sixty-five internal revenue collection districts. Each 
district is supervised by a collector of internal revenue. 

Internal revenue bonds include two classes: (a) offi- 
cial bonds of the collectors and their deputies and 
clerks, (b) general surety or indemnity bonds, exacted 
of those who are required to pay a given federal tax 
on articles manufactured, as previously referred to. 
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Intemal Revenue OfiScial bonds are those which the 
government requires of collectors of intemal revenue, 
revenue agents, division deputy collectors, office assis- 
tants, cashiers, stamp deputies, storekeeper-gangers 
and special disbursing agents. The bonds given by 
these officials are intended to protect and safeguard the 
handling of funds and the faithful performance of 
duties. 

This class of bonds is looked upon as very desirable 
and profitable since only the highest types of individ- 
uals are named for such positions of trust, and then 
only after exhaustive investigation has been made as 
to their character and integrity. 

Owing to the passage of the eighteenth amendment 
to the Federal Constitution which prohibits the manu- 
facture and sale of distilled spirits for other than non- 
beverage purposes, the Penalty or License bonds here- 
tofore required of distillers from grain or fruit, brew- 
ers, wine makers and the like are no longer required ; 
but in lieu thereof (as per regulations number sixty 
issued by the Bureau of Intemal Revenue) all such 
manufacturers must file with the federal prohibition 
conmaissioner at Washington through the federal pro- 
hibition director for the particular state or district, a 
bond known as ** Prohibition Enforcement Bond '^ 
Government form 1408, the minimum penalty of which 
is $1,000 with a maximum penalty of $100,000. The 
premium rates applicable to this new bond are set 
forth in the Rate Manual. 
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The Prohibition Enforcement bond is looked upon as 
hazardous because it insures the government against 
any material false statement of the applicant for a per- 
mit to use and sell spirits for non-beverage purposes. 
Further it insures that the principal shall not violate 
the terms of such permit so issued to him by the com- 
missioner and shall not violate any of the provisions of 
the National Prohibition Act and regulations promul- 
gated thereunder as at present or heretofore provided, 
etc. So inasmuch as this new form of bond practically 
supersedes and replaces all other Internal Revenue 
Penalty or License bonds of such manufacturers, the 
applicant is required to measure up not only to the 
highest possible moral standing, but also to be the owner 
of tangible assets sufiScient to protect the interests of 
the Company in the event of a fine. 

The manufacture of distilled spirits and wines for 
medicinal, sacramental and scientific purposes is per- 
mitted by regulations number sixty, but in no case is 
provision made for the manufacture of such potable 
spirits for other than the purposes so specified. 

The Prohibition Enforcement bond is given for the 
specific term of three years, the premium being annual. 
So it will be conceded that a bond of this class now 
executed and on the books of the Company entails 
little additional effort on the part of an agent other than 
the collection annually of the renewal premium. 

The application for this bond in every case must 
include a full detailed financial statement of the assets 
and liabilities of the applicant. The most important 
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source from which applications for this bond can be 
expected are, of course, the wholesale and retail drug- 
gists, perfume manufacturers, chemical manufacturers 
and the like. 

Agents in reporting cancelations of Non-Beverage 
Alcohol bonds, form 738, and Prohibition Enforcement 
bonds, form 1408, should in every instance see that the 
principal in the bond has first surrendered to the 
prohibition ofiScer the permit granted the assured at 
the time the bond was originally executed. After 
the permit has been surrendered, it is in order for the 
agent to ascertain from the proper federal authorities 
if the accounts and records of the assured have been 
checked and found correct in every particular by the 
prohibition enforcement oflBcer. The premium on 
such bonds is considered fully earned for any term. 

Cigar and Tobacco Manufacturers' Bonds. — Govern- 
ment forms 71 and 40, respectively, are regarded 
as among the least hazardous of any bonds supervised 
by this department. They are indefinite in nature, with 
annual premiums and small losses and are there- 
fore a very desirable and profitable line to handle. 
A great inducement for the agent to cultivate this 
line is the fact that the bonds are not re-executed 
annually. This merely entails billing the principal for 
renewal premiums when due. 

In the cancelation of Cigar and Tobacco Manu- 
facturers^ bonds, inasmuch as the bond is not sur- 
rendered by the Federal Government, but retained 
indefinitely, a return or unearned premium is not 
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allowed by the Company for any unexpired time for 
which the premium is paid, except in a case where one 
bond is canceled and superseded by a new or increased 
bond or where one principal retires from business and 
his successor obtains his bond from the Company. In 
that event, a pro-rata return premium is allowed on the 
old bond to apply as part payment of the premium on 
the new bond. 

Oleomargarine, adulterated butter and renovated 
butter manufacturers are required to give bond to the 
Government, guaranteeing the proper conduct of their 
business and the payment to the government of the tax 
imposed upon their product. The rate of taxation on 
these articles varies ; that is, a higher rate is imposed 
on the colored article than on the uncolored article. 
This difference in rate may lead an unscrupulous or 
unreliable manufacturer to misrepresent his article in 
order to get the advantage of the lower rate. If 
detected, the manufacturer is invariably heavily penal- 
ized by the Government. Frequently, the assessments 
are of an arbitrary nature ; that is, the violator is auto- 
matically assessed for irregularities on an estimated 
basis or period of time and it is very dijBicult for him to 
explain or prove the contrary. 

The Company, therefore, requires all applicants for 
these bonds to submit full financial statements to the 
Home OfiSce before execution of the bond. The federal 
laws impose very heavy penalties for evasion or viola- 
tion or attempted evasion or violation of the revenue 
laws and regulations. Such conditions are usually 
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known by the manufacturer, and they have a very salu- 
tary effect in deterring those who may be inclined to 
evade taxes or violate the regulations. This feature 
creates a rather desirable condition for the surety on 
such a bond. 

In general, the Company urges its representatives to 
develop internal revenue business. The first and most 
important move to this end is to cultivate the acquain- 
tance of the collector of internal revenue or his division 
deputy for the district, as the friendship of these offi- 
cials often prompts them to direct desirable patrons 
for various Internal Revenue bonds to their friends in 
the surety business. Many times the taxpayer, in mak- 
ing application for permit, is not aware that he is 
required to file a bond until so informed by the revenue 
authorities. He is then anxious to secure the desired 
surety with the least possible delay. 

Customs Bonds. — Bonds termed Custom House 
bonds are divided into two groups : (a) official bonds of 
the collectors and their deputies ; (b) export and import 
bill of lading bonds to collectors of customs and many 
other bonds for various purposes. Customs Official 
bonds include those required of collectors of customs, 
deputy collectors, surveyors, inspectors, naval officers, 
cashiers, clerks and others occupying official positions 
in the custom service. These bonds indemnify the 
Federal Government for the safe handling and true 
accounting of Government funds ; and the faithful per- 
formance of official duties. It is very important that 
the Company write these official and disbursing bonds 
not only on account of the premiums involved, but also 
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because of the consequent prestige and the securing in 
this way of the good will of such oflBcials in directing to 
the Company through its agents the various Customs 
bonds placed through their respective offices. 

Customs bonds bear a Government catalogue or 
form number, and there are numerous forms of Customs 
bonds filed through the offices of the various collectors 
of customs at ports of entry. The forms are too numer- 
ous to classify here, but the Internal Revenue depart- 
ment issues a pamphlet giving the forms of Internal 
Revenue and Customs bonds supervised by the Com- 
pany with their respective form or catalogue numbers 
and purposes. This pamphlet can be had upon request. 

Among the Customs bonds, there is one which the 
Company considers more lucrative, desirable and 
profitable than the others — the bond covering produc- 
tion bill of lading, given in favor of the collector of 
customs individually. These bonds are frequently 
given in very large amounts and are in force for a 
nominal period. In other words, as soon as the bill of 
lading is produced all liability under the bond ceases. 

Customs bonds are usually solicited through the 
licensed customs house brokers. Under Customs bonds 
the obligations assumed are about the same as under 
Internal Revenue bonds ; viz., to protect or guarantee 
the Government for the payment of import duties on 
certain merchandise, or that exportations shall be 
made strictly in accordance with the regulations 
pertaining thereto and duly landed at a foreign port 
as prescribed in the manifest. 
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Customs bonds are of two classes, one a continuous 
bond on which annual premiums are collected, and the 
other a term bond written for a single premium. The 
Customs term bond may run from ten days to three 
years, but most of them are canceled by fulfillment of 
the obligations within a period of six months. Con- 
tinuous bonds such as Customs Warehousing bonds 
continue indefinitely or until for various reasons new 
bonds are ordered filed by the collector of customs in 
increased amounts. In addition to the form mentioned, 
there are other Customs bonds such as those given by 
common carriers for the transportation of dutiable 
merchandise. Customs Cartmen and Lighterman bonds. 
Tea Warehouse bonds, etc. 

Customs Agreements. — This Company has a special 
plan or agreement whereby a custom house broker, 
importer, forwarding agent, or others engaged in clear- 
ing dutiable merchandise for themselves or other con- 
cerns, may obtain a limited or lump sum liability for a 
given premium charge. Under this plan, the broker 
or importer furnishes the Company an estimate of his 
annual liability requirements and the Company speci- 
fies to him a flat rate for the assumption of that amount 
of liability, with the understanding that if the amount 
specified is exceeded before the anniversary date of 
agreement the Company is to receive additional premi- 
ums to cover the liability in excess of the amount 
specified. 

Another feature of this plan, intended to facilitate 
the handling of the bonds at the least possible cost to 
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the Company, provides that if a custom house broker 
or importer can measure up to the highest moral 
responsibility and has a good financial rating the Com- 
pany will extend to him its customs powers of attorney 
which will permit his signing such bonds as he or his 
clients may require. The broker must agree to keep a 
full and complete record of all bonds so executed and 
render to the Company's local office monthly, or more 
often if the Company so desires, a report of all such 
transactions. 

The field for soliciting general Internal Revenue and 
Customs bonds is large, and even though the premium 
rates are low the losses are comparatively small. The 
business, therefore, is of the non-hazardous class, and 
accordingly is looked upon as most desirable from an 
underwriting standpoint. 

As a rule, collectors of customs and internal revenue 
discourage the practice of personal suretyship on 
bonds in favor of the Government. In fact, many of 
the collectors today will not accept other than corpo- 
rate surety. The requirements of the Government are 
very exacting and the annoyance, delay and work 
arising in the execution of these bonds by individuals 
frequently jeopardize many transactions. Personal 
sureties make mistakes of omission or commission and 
thereby delay the handling of the entry to a finality, 
whereas a surety company which specializes on these 
bonds becomes thoroughly familiar with the many and 
difficult regulations and requirements of the Govern- 
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ment and thus ean handle the business more promptly 
and intelligently. 

Qualifying Power. — ^The Treasury Department at 
Washington restricts the qualifying power of a cor- 
porate surety company to ten per cent, of its capital and 
surplus in acting as sole surety on any one bond. 
Nevertheless, that does not mean that a surety com- 
pany cannot execute solely a bond in an amount greater 
than its ten per cent, qualifying power, for provision 
has been made under the regulations whereby a com- 
pany executing a bond beyond its limit can take care of 
the excess through reinsurance within the time pre- 
scribed. In other words, if a company's qualifying 
power be $500,000, it can execute a bond in an amount of 
$1,000,000, and then reinsure one-half of the risk with 
another company or companies within twenty days 
after execution of the bond. In that event, however, 
it is incumbent upon the agent of the Company to ren- 
der prompt reports of the execution of a bond to the 
Home Office, so that the proper procedure may be taken 
to comply with this feature of the treasury regu- 
lations. 

The Treasury Department at Washington issues 
quarterly a full and complete list of all surety com- 
panies qualified to act as surety on bonds given in favor 
of the Government, together with the capital and sur- 
plus of each, and the amounts for which they can 
qualify. A supply of these charts is sent our Internal 
Revenue department direct from the Treasury Depart- 
ment and distributed to Branch Offices and agencies in 
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order that they may be posted as to the correct quali- 
fying power of the Company at all times. A copy of 
this chart may be had upon application to the Home 
Office. 

One of the Company's strongest arguments in the 
solicitation of internal revenue and customs patronage 
is the fact that it can render prompt and efficient ser- 
vice. The Company has equipped with internal 
revenue or customs power of attorney every agent 
of the Company at a customs port, as well as those 
located in cities where there is a collector of inter- 
nial revenue, and this authority enables them to 
execute desirable bonds with the least possible delay. 
In addition to conferring such authority upon its repre- 
sentatives at the more important points, the Company 
instructs them from time to time by way of circu- 
lars and other pertinent data as to the proper method 
to pursue in handling these bonds, so as to conform 
with the various restrictions and requirements of the 
Government. 

The regulations covering officers of the Government 
are most exacting and require bonds to be executed 
strictly in accordance with them. Internal Eevenue 
bonds are all executed in duplicate. The original is 
filed with the collector of internal revenue and the 
duplicate copy is sent to the Section of Surety Bonds, 
Treasury Department at Washington. If a mistake 
in the execution of such a bond is not detected by the 
collector of internal revenue or his deputy, it will most 
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likely be discovered when the copy of the bond reaches 
the final bond approving officer at the Treasury De- 
partment. 

The superintendent of the Company 's Internal Eev- 
enue department at the Home Office receives copies of 
all Treasury decisions, mimeographed circulars and 
general and special instructions issued by the Bureau 
at Washington, and in this way is kept fully posted as to 
changes and modifications in the regulations occurring 
from time to time. Agents are, therefore, urged to 
communicate with the Company's Internal Eevenue 
department on any matter of law or regulations affect- 
ing bonds of an internal revenue or customs nature, 
and the information will be given promptly, and fully. 

Special Internal Revenue Counsel. — One other im- 
portant feature to be considered by internal revenue 
and customs patrons is the fact that the Company 
retains at Washington, D. C, able internal revenue 
lawyers, whose services, advice and assistance are at 
the disposal of those internal revenue and customs 
patrons who do business with the Company. There- 
fore, it should be impressed on those for whom the 
Company has executed Internal Revenue or Customs 
bonds that in the event of difficulty with the Govern- 
ment in the way of assessments levied against them or 
on account of irregularities, whether technical or in- 
tentional, they should immediately get in touch with 
this department, setting forth the full facts and details 
surrounding the transaction, so that it may advise with 
them as to the best method of securing relief. 
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The Company's internal revenue attorneys have had 
much practical experience in handling various claims 
in the several departments at Washington, particu- 
larly in the Abatement Division of the Internal Revenue 
Bureau. They also possess an intimate knowledge of 
the revenue laws, as well as a close acquaintance with 
the personnel of the various departments, which natur- 
ally assures the very best service obtainable. 



CHAPTEE 10 

Judicial Bonds 

underwriting 

Judicial bonds include all bonds allowed or required 
to be filed in court by a party or parties to actions at 
law or suits in equity, and in all probate proceedings. 

Judicial bonds are classified: (a) Fiduciary bonds; 
(b) Financial Guarantee bonds. Indemnity bonds 
covering lost or destroyed securities are not Judicial 
bonds, but they are treated here because they are 
issued by the Judicial department. 

Fiduciary bonds. — A fiduciary is a person who has 
the custody and care of another's property. Fiduci- 
aries include administrators and executors of the 
estates of deceased persons; trustees under wills; 
receivers and assignees for the benefit of creditors; 
guardians of minors; committees of the estates of 
incompetents. 

A fiduciary must give bond guaranteeing the faith- 
ful and honest performance of his trust in accordance 
with the laws of the state in which the bond is filed. 

An administrator is the person appointed by a court 
to distribute the personal estate of a person who has 
died without leaving a will. An administrator c. t. a. 
{with the will annexed) is the person appointed by a 
court to execute the will of a deceased person. 

87 
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An executor is the person named in the will itself 
to execute it. 

A trustee is the person appointed to hold property 
under a deed or will in trust usually for another, but 
sometimes for himself or for himself and another. 

A receiver is a court oflScer appointed by the court 
to take possession of the property of an insolvent or 
of property in suit, to preserve and ultimately to dis- 
pose of it in accordance with the rights of the respec- 
tive parties interested, as adjudged by the court. A 
receiver may be authorized by the court to continue a 
business. 

A receiver in bankruptcy is the person appointed by 
a United States Court in Bankruptcy to take posses- 
sion of the assets of a bankrupt, and to hold the 
same pending the election of a trustee in bankruptcy 
by the creditors, or to convert the assets into money 
under the order of the court. 

An assignee is the person named by an insolvent in 
an assignment by him for the benefit of his creditors, to 
take possession and charge of his property, to convert 
it into money, and to divide it ratably among his credi- 
tors. An assignee should submit himself and the estate 
to the jurisdiction of the court. The risk of the surety 
is greatly increased when this is not done. 

A guardian is the person appointed by the court to 
care for the estate of a minor. The minor is known a9 
the ** ward.'* The guardian must take possession and 
charge of the estate, keeping it invested according to 
law until the minor becomes of age. 
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A committee, sometimes called a curator, is the per- 
son appointed by a court to manage the estate of an 
insane person under the order of the court, keeping 
the funds invested. 

A fiduciary has custody of, and legal title to, the 
assets of the trust. Honesty and good judgment are 
expected of an applicant for a Fiduciary bond. The 
person bonded must have business ability proportion- 
ate to the duties to be performed, that he may wisely 
manage and safely guard the trust properties and in 
conformity with the laws which govern him. He is 
required to handle the trust estate with the same care 
that a prudent man of business would exercise in his 
own affairs. He must account for the trust funds, prin- 
cipal and income, accurately and intelligently. He 
should act in the matter only under the advice of 
and with the full approval of an attorney of standing. 
When a careful attorney of ability and integrity has the 
management of an estate, the possibility of loss is 
greatly reduced. 

If the applicant's honesty is questionable, the bond 
must be declined. On the other hand, if there can be 
no question about his honesty but there is some ques- 
tion as to his ability to perform wisely and to complete 
the trust, the bond may be executed on condition that 
joint control is agreed upon. 

The applicant's attorney and the references given 
are the usual sources of information as to the appli- 
cant's fitness. When immediate action is imperative, 
preventing an opportunity fully to investigate, an 
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application may often be accepted on the statements 
of the attorney, if the latter is a man of the best repute. 

Care should be had in issuing the bond of a trustee 
who is indebted to the trust estate. In some jurisdic- 
tions such a debt is considered as so much cash in the 
trustee 's hands for which he must make full accounting. 

Care should also be taken in executing the bond of 
a fiduciary who intends to carry on a business of the 
deceased. He and his surety might be held liable for 
losses suffered in the business. Then, too, the oppor- 
tunities for defalcation and irregularities are thereby 
increased. 

Special care should be exercised in writing the bond 
of a trustee under a will, of a guardian or committee. 
These are long-term bonds ; that is, they may continue 
in force many years. From time to time during the 
term the trustee will be called upon to invest and rein- 
vest the trust funds. No one can foresee, moreover, 
what circumstances may in the course of the years 
arise to beset, to tempt, to overwhelm the trustee. In 
general, therefore, such a bond should not be issued 
unless it is agreed that the surety company shall have 
possession jointly with the trustee or guardian or com- 
mittee of the trust properties. Such ** joint control *' 
is a protection not only to the surety against what may 
happen to the trust estate, but an even greater protec- 
tion to the trustee against what may happen to himself. 

It is not needful here to present in detail the duties, 
the responsibilities, the liabilities of a fiduciary in the 
taking possession of the trust estate, the filing of inven- 
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tories, the payment of debts, the investment of funds, 
the care of the property, the keeping of it separate from 
his own, the periodical accounting for it, principal and 
income, as required by the law or the court, and its dis- 
tribution in due time : nor the liability of the surety for 
debts due the trust estate by the trustee himself; 
its liability for acts of the fiduciary in excess of his 
lawful authority. This general outline will give the 
agent a practical working idea of the duties and 
responsibilities of a fiduciary and the character of the 
obligation assumed by the Company in guaranteeing 
that the person bonded will faithfully and honestly 
execute his trust in accordance with the laws of the 
state in which his bond is filed. 

Joint control, which is frequently required under 
Fiduciary bonds, means that the funds of the estate 
shall be placed on deposit in bank in the name of 
the fiduciary in his representative capacity, to be drawn 
upon only by check signed by the fiduciary and counter- 
signed by the Company's agent. When the account is 
opened, the fiduciary files with the bank written instruc- 
tions that no Gheck drawn upon the trust fund shall be 
honored unless it is countersigned by the representa- 
tive of the surety company designated for that pur- 
pose, the bank to make written acknowledgment to 
the surety that such instructions have been received 
and will be followed. 

If securities are a part of the estate, such as stocks, 
bonds, promissory notes, they shall be placed in a bank 
vault or other safe depository subject to access by the 
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fiduciary only when accompanied by the Company's 
agent. After the securities have been placed in a safe 
deposit box, the agent should see that they are kept 
there. The agent must not qualify his control. The 
agent should see that the safe deposit company under- 
stands that it is resi>onsible if the securities are 
delivered to the wrong person. 

Joint control prevents the fiduciary from appropri- 
ating the estate to his own use. It thus means protec- 
tion for the widow, orphans, or others interested in 
the estate. It enables the Company to see to it that 
the fiduciary performs his duty properly, paying out 
the trust funds only for purposes approved by the 
court. 

The countersignature of checks is not an absolute 
safeguard to the surety. Income is a difficult thing to 
keep track of. It is often received by the trustee with- 
out the knowledge of the agent. His accounts, there- 
fore, must be looked after. The agent should insist 
that they be filed in proper form promptly at those 
regular intervals provided by the law and that notice is 
given to all the persons interested in the estate. 

An executor and an administrator should not sell 
property, make investment of the funds, or pay or com- 
promise claims, without the authority of the court. In 
considering payments the agent having joint control, 
when asked to approve same, should ascertain if such 
payments are proper, if they have been approved by 
the attorney for the estate, and if they have the sanc- 
tion of the court. 
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Joint control, while always desirable, is largely at 
the discretion of the agent. But no premium on this 
class of business is big enough to justify the Company 
in waiving joint control on large Fiduciary bonds 
unless they are for a short term and the principal is a 
man of approved personal standing and financially 
responsible. When joint control is required, an agree- 
ment to that effect should be made before the bond is 
executed. The form of this agreement is to be found 
in the application blank. 

Joint control should be insisted upon when the appli- 
cant is not fully qualified by reason of inexperience or 
lack of business ability to handle the trust properly; 
when the estate to be handled includes a large amount 
of cash or securities and the applicant has no property 
of his own or is of small financial worth compared 
with the value of the trust estate. 

No fiduciary should be allowed to draw compensa- 
tion for himself unless authorized by the court to do so. 

The agent should inspect the securities at reason- 
able intervals. In those states where it is required 
that securities be inspected annually by an oflScer of 
the court, the report of that oflScer will be sufficient. 

The agent should learn what are the laws of his state 
regulating the investment of trust funds. He should 
be careful to see that the laws in this regard are 
strictly complied with by the fiduciary. 

The Company will not become surety for a trustee 
or continue to serve as surety for any trustee who 
lends trust funds on note secured only by endorse- 
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ments, even though such investment of trust funds is 
lawful in the particular state. 

Financial Guarantees. — ^A Financial Guarantee bond, 
or a ** credit guarantee," is usually one required by 
law to protect the opposing party from loss should 
the principal fail to make good his contention in a 
pending suit. A bond of this class directly guarantees 
that the principal will, if he loses the suit in which the 
bond is filed, satisfy the judgment of the court as 
against him. Hence, the Company guarantees the 
credit of the principal. The obligation is similar to the 
endorsement of a note. 

Appeal, supersedeas, attachment or garnishment, 
release attachment or garnishment, injunction, dis- 
solve injunction, replevin, counter-replevin, cost, re- 
moval, bail or appearance, petitioning creditors, libel 
and release libel in admiralty, bonds to indemnify 
sheriffs or marshals, are the principal classes of bonds 
included under this head. 

An appeal bond is filed when there is a judgment 
against a litigant and he desires to appeal therefrom 
to a higher court. This bond guarantees that the judg- 
ment will be satisfied in case it is affirmed by the higher 
court. 

An appeal bond is often called a supersedeas bond 
because the judgment is superseded by the bond pend- 
ing the appeal. 

An attachment is a writ providing for the seizure 
by the sheriff of the defendant 's property, in advance 
of the trial of a case on its merits, to answer for the 
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payment of any judgment that may be recovered 
against him. An attachment bond is conditioned that 
if the attachment is f onnd to have been issued wrong- 
fully, the plaintiff will pay such damages to the defen- 
dant as the latter may have suffered as a result of the 
seizure of his property. 

^K bond to release attachment guarantees that the 
defendant, having thereunder secured the release of 
his property against which an attachment had been 
laid, will pay whatever judgment may be rendered 
against him in favor of the plaintiff. The bond stands 
in place of the property which was attached and later 
redeemed. 

Libel bonds and bonds to release libel are practically 
the equivalent in the United States Courts in Admi- 
ralty of attachment and garnishments bonds and bonds 
to release attachment or garnishment in other courts. 

There is little hazard under a bond to libel a vessel, 
because any party having any claim against a vessel 
has a right as a matter of course to libel her. But a 
bond to release a vessel from libel is a different matter. 
The liability of such a bond is to pay the libelant's 
claim if established. It is usually the fact, however, 
that the vessel is insured against the subject matter of 
the claim, in which case the marine insurance company 
rather than the bond is liable. 

An injunction enjoins a person to do or not to do 
a certain thing. An injunction bond guarantees that 
if it is finally adjudged that the injunction should not 
tave been granted, the plaintiff will pay such damages 
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as it is shown the defendant has sustained as the 
result of the injunction. 

A court may dissolve an injunction, in which case 
the defendant would be required to file a bond guar- 
anteeing his payment to the plaintiff of all damage the 
plaintiff may have sustained as a result of the defen- 
dant 's continuing to do or not to do the thing in con- 
troversy. 

Beplevin is an action for the possession of personal 
property. A replevin bond guarantees the return of 
the property to the opposing party, if so ordered, or the 
payment to him of the value of the property together 
with his costs and damages. 

A cost bond guarantees the payment of court costs 
by the principal, such as the fees of the clerk and the 
sheriff, if awarded against him. 

A bail bond may be filed by any one to secure his 
release from arrest, such a bond being conditioned 
upon his appearance in court for trial on the day ap- 
pointed. 

A Financial Guarantee bond, being an obligation for 
the payment of money, is to be executed only when 
the applicant is of unquestioned financial responsibility 
proportionate to the liability involved, or when col- 
lateral in the form of cash or marketable securities 
of known value is deposited with the Company. In 
other words, the nature of the risk under such a bond 
depends upon the financial standing of the principal, 
who must have means to satisfy a possible judgment 
against him. The Company guarantees that the judg- 
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ment will be satisfied, lending its credit for that pur- 
pose, and the Company should be protected just as the 
applicant would be required to secure a bank from 
which he borrows money. The only safe way is to con- 
sider such a risk from the ^dewpoint of the credit man. 
With respect to appeal bonds, bonds to release 
attachment or garnishment and counter-replevin bonds, 
all of which are extra-hazardous, the agent is instructed 
not to issue such a bond in any case, unless the liability 
is first covered with collateral in the shape of cash or 
marketable securities, or unless and until the particu- 
lar risk has first been submitted to and expressly ap- 
proved and authorized by the Home OflSce. 

Personal indemnity is acceptable as collateral 
security only when the indemnitor is a man of stand- 
ing and owns unencumbered real estate or personal 
property of substantial value. Collateral security and 
bonds of indemnity must be sent to the Home Office to 
be held there until the bond against which they were 
deposited is discharged. 

Only cash in the amount of the penalty of the bond 
or its equivalent in marketable securities is acceptable 
in the execution of a bail bond. 

Forms of ordinary Judicial bonds can be obtained 
from the court in which they are to be filed. When 
special forms are not provided by the courts, the appli- 
cant should have his attorney prepare such a bond as 
will meet the requirements of the court. 

In no state is provision made for releasing a surety 
from liability on a Financial Guarantee bond. Lia- 

7 
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bility on a Fiduciary bond may be terminated only 
by such means, if any, as are provided therefor by 
statute. The liability on a Judicial bond cannot be 
terminated by mere notice of cancelation. Such a 
bond remains in force until the purposes for which 
it has been filed have been fulfilled. It does not expire 
annually or at any other fixed time. It is not, there- 
fore, renewed in the sense of issuing a new bond or a 
continuation certificate. When the bond continues in 
force for more than a year, and there is no prior agree- 
ment as to one premium for the term, further premi- 
ums to be paid annually in advance are charged until 
the Company's liability terminates. 

The applicant should be required to fill in every 
application for a Judicial bond completely and legi- 
bly, answering all questions. The agent should see par- 
ticularly that the premium agreement is filled out, 
specifying carefully the first and all subsequent pre- 
miums. Under ** Important Instructions " on each 
form of application are questions applying to each class 
of Judicial bonds. These should be given special at- 
tention, for the information asked for is essential to 
the proper consideration of the risk. 

The agent must not issue a Judicial bond in any case 
where it is to succeed the bond of individuals or of 
another surety company without first having the con- 
sent thereto of the Home Office. 

Powers of attorney are conferred upon the agents 
of the United States Fidelity and Guaranty Company 
to execute Judicial bonds in accordance with special 
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written instructions given at the time the power of 
attorney is forwarded and in accordance with the 
policies of the Company as outlined here and in the 
Guide for Agents. 

No agent has authority to execute a Judicial bond 
^ be filed in any county not named in his power of 
attorney. The agent should never execute any Judi- 
cial bond when there is doubt as to its desirability. 
In that case he should refer the matter to the Home 
Office. If such reference is not possible, the risk must 
be declined by the agent. When a bond is executed 
under a power of attorney, the agent should send the 
proper application form, suitably filled in and duly 
signed, to the Home Office or to his Branch Office. The 
agent pledges the resources of the Company when he 
executes a bond, and the wisely discriminating use of 
his power of attorney is certain to bring its reward. 

The Company has agents in every county in the 
United States and throughout Canada. They have 
powers of attorney to execute Judicial bonds in their 
respective territories. When the agent is applied to 
for a Judicial bond to be filed in the territory of an- 
other agent, arrangements can be made to have the 
bond promptly executed by telegraphing the Home 
Office and stating briefly the facts, after the agent and 
his local attorney have approved the risk in the same 
maimer as if the bond were to be filed in the agent 's own 
territory. The fact that the Company 's agents are so 
well equipped to handle Judicial bonds promptly gives 
them a decided advantage. In many cases, agents of 
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other companies have come to the agents of this Com- 
pany to procure the execution of a Judicial bond which 
the competing agent was not himself prepared to 
execute. 

Indemnity Bonds. — ^The Indenmity bonds issued 
through the Judicial department include those cover- 
ing lost or destroyed securities, such as bills of lading, 
warehouse receipts, certificates of deposit, certified 
checks, stock certificates, government and mortgage 
bonds, promissory notes and life insurance policies. 

For example, when a promissory note falls due and 
has been lost, the maker of the note before paying 
same will require the payee to give a bond to protect 
him against the possibility of the note's later turning 
up in the hands of another party. And, so, if a certifi- 
cate of stock has been lost, the owner before a dupli- 
cate certificate will be issued to him must give a bond 
conditioned that he will save the corporation harmless 
in case the original certificate shall later be found to 
be in the possession of a bona fide purchaser for value. 

The application for such a bond should be made on 
form '' Fidelity 42 '' excepting in the case of a lost 
policy of life insurance, when form '' Judicial 3 '* 
should be used. The application should then be sent 
to the Home Office accompanied by an affidavit con- 
cerning the applicant's ownership of the lost paper 
and the circumstances of the loss. This affidavit should 
be made on the Company 's special form for that pur- 
pose, *' Judicial 30/' The bond will then be executed 
at the Home Office and promptly forwarded to tb« af Wt 
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for delivery to the applicant — ^if, of course, the Com- 
pany believes the particular bond can with reasonable 
safety be issued. In this connection, it should be stated 
that these bonds in general are the best sort of business. 
It depends upon whether or not the applicant's state- 
ments concerning his title to the lost paper, the form 
of it and the fact of its loss can be relied upon. 

DEVELOPMENT 

The development of Judicial bond business offers 
liberal premiums to every agent because the field is 
practically unlimited. Fiduciary bonds, especially, 
constitute one of the most lucrative branches of the 
surety business. They offer continually new and 
profitable opportunities. Bonds must be filed in 
court in connection with the administration and 
distribution of the estates of all persons who die pos- 
sessed of property, and the property of all minors. 
Bonds are also required in nearly every judicial pro- 
ceeding and action in court. 

The records at each county courthouse, to which 
every citizen has access, disclose the number, size and 
character of obligations filed in judicial proceedings. 
If the agent will examine these records to ascertain the 
possible volume of business from this source, he will be 
surprised at the aggregate sum. 

The agent will find, too, what a small proportion of 
the bonds filed by administrators, guardians, execu- 
tors, and trustees, as well as in appeal and other cases, 
have corporate surety. A large percentage of these 
bonds is still given with personal sureties. 
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The development of corporate Judicial bond busi 
nesB depends largely upon: (1) the agent's ability to 
convince people of the superiority of corporate over 
personal surety; (2) his being always on hand when 
any Judicial bonds are in sight; and (3) his ability to 
prove to his prospects the value of the Company's Judi- 
cial bond service and his own efficiency in giving them 
the benefit of that service. 

The agent should examine daily the petitions filed 
at the courthouse for the appointment of fiduciaries 
and should call upon them in person. He should im- 
mediately get in touch with the attorneys in charge of 
estates in order to secure the bonds required. From 
the newspapers and from other sources, the agent can 
learn of the death of those whose estates must be placed 
in the hands of administrators, executors or guardians. 
He can likewise keep informed concerning all actions 
in local courts and solicit the various bonds required 
in connection therewith. The bonds which must be 
filed by trustees, receivers, trustees in bankruptcy and 
others are among those which should be solicited 
promptly. In soliciting Judicial bonds, it is not neces- 
sary to emphasize the special qualifications of the Com- 
pany, as the bonds of any surety company authorized 
to do business in the state are acceptable to the courts 
of that state. 

The agent will find it of great value in developing 
this class of business if he will familiarize himself 
with his local and state laws so as to post himself fully 
concerning the exact character and the provisions of 
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the Judicial bonds which are required. In this way, 
he will know better when opportunities offer for profit- 
able business. 

The attitude of local judges and court clerks has 
much to do with the development of Judicial bond 
business. A suggestion from a judge that he favors 
corporate surety or the recommendation of the court 
clerks that corporate bonds are easily procurable is 
very helpful. This would throw the balance in the 
agent's favor. The agent cannot expect the judge to 
mention any particular company, but experience shows 
that the interests of all concerned are best conserved 
through corporate surety, so there should be no hesi- 
tation on the part of the judiciary in giving general 
approval. The importance, therefore, of cultivating 
the active friendship of court officers is evident. Some 
agents have secured the cooperation of court clerks so 
that they advise the agents when Judicial bonds are 
required and from whom. Other cooperative plans 
will occur to the wide-awake agent. 

The friendship and influence of local attorneys 
should be cultivated for they are generally the first 
to know when Judicial bonds are to be filed. Sug- 
gestions from them to their clients that corporate 
Judicial bonds be used and can be secured from the 
agent are worth much. 

By cultivating the friendship of referees in bank- 
ruptcy, the agent can secure many bonds from receivers 
and trustees in bankruptcy. 
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The agent's ability to give prompt service counts 
for a great deal. His power of attorney enables him 
to execute Judicial bonds within a certain limit, and 
even in those cases where he must wire for authority 
to execute, less time is consumed and less trouble 
experienced than when acceptable personal sureties are 
sought. This feature merits strong emphasis in solicit- 
ing Judicial bonds. Agents should remember also that 
they can have Judicial bonds executed by wire in all 
other parts of the United States and Canada. 

There are, therefore, several profitable ways to 
increase Judicial bond business : (a) by directly solicit- 
ing the business of those who must furnish Judicial 
bonds and whose business would be desirable; (b) by 
diplomatic assaults upon the habitual personal bonds- 
men; (c) by working for the influence of local judges, 
court clerks, and attorneys; and (d) by emphasizing 
the promptness and excellence of the Company's 
service. 

The purposes of joint control have already been 
explained. A fiduciary often looks upon joint control 
as a reflection upon his honesty ; he feels it is unneces- 
sary because he has confidence in his own ability, or 
he believes the Company is attempting to meddle in 
his management of the trust. Knowing these facts, 
the agent dislikes to suggest joint control because he 
fears by so doing he may lose the business of the fidu- 
ciary, or that the fiduciary will be offended. He con- 
siders it an added burden to him for which he receives 
no pay. These objections are based on misconceptions 
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The principal in a Fiduciary bond should be led to 
understand the necessity for joint control and its real 
purpose. A fiduciary must carefully conserve and 
administer the estate. The law requires that he per- 
form his duties faithfully, and the Company guaran- 
tees that he will do so. The reciprocal agreement 
which exists between a fiduciary and the Company can 
best be carried out by entering into the close relations 
provided by joint control. The fiduciary should be 
shown that a joint deposit box is a protection for him 
as well as for the Company ; that the securities of the 
estate do not belong either to the fiduciary or to the 
Company, but to the heirs or creditors ; that the Com- 
pany simply wants these securities put in a separate 
and safe place where, should the fiduciary die, those 
interested will know they are safe. If the Company has 
joint control, it can use this power to protect the assets 
of the estate. If the assets of an estate are mixed 
up with the property of the fiduciary, it is often im- 
possible to separate the two. In such cases complica- 
tions often arise which reflect upon the most careful 
men. Hence, joint control is simply a wise business 
arrangement. 

Joint control is also the greatest possible protection 
to the fiduciary. He obtains, without expense to him, 
the advice of the Company's representatives who are 
trained in handling estates. This often prevents costly 
mistakes. 
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The purpose of the agent is to secure all the business 
possible, but he must not forget that every effort should 
be put forth to make that business profitable to thL« 
Company as well as to himself, and nothing so insure s 
the safety of a fiduciary risk as to exercise joint contrczul 
over that risk. 
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Contract Bonds 
underwriting 

As the necessity for corporate surety becomes more 
and more generally recognized, the demand increases 
for corporate Contract bonds, which insure the faithful 
performance of contracts. 

Contract bonds guarantee the carrying out accord- 
ing to specifications of contracts for the construction 
or repair of buildings, vessels, rail and other roads, 
streets, pavements, bridges, sewers, canals, culverts, 
dams, ditches, docks, foundations, masonry, piers, 
subways, terminals, tunnels, waterworks, wharves, 
furnishing and installing elevators and other ma- 
chinery, and any other agreements covering the per- 
formance of specific services involving the use of 
labor and materials on or under land or water. 

They also cover contracts for furnishing merchan- 
dise, materials, and supplies of all kinds to the United 
States, state, county and municipal governments, as 
well as to individuals, firms, corporations and associa- 
tions ; the performance of specific services such as sur- 
veying, transferring freight and the like; and fran- 
chises for street railways, telephone companies, light- 
ing, water works and other public utilities. 
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Mail Contract bonds are required by the United 
States Postoffice Department covering proposals and 
contracts for carrying United States mail by star 
route, steamboat or screen-wagon service. Forms 
are furnished by the Federal Government. The 
amounts of these bonds are shown by the advertise- 
ments of the routes and may be ascertained from any 
postmaster. 

Three different bonds may be required in connection 
with a construction contract : Bid bonds, guaranteeing 
that if the contracts are awarded to the bidders, they 
will sign the contracts and give bonds for the faithful 
performance thereof ; Construction or Contract bonds, 
guaranteeing the performance of contracts according 
to specifications; Maintenance bonds, guaranteeing 
the durability of the work. 

The Contract department also issues License bonds 
covering general warehousing and the licenses required 
by municipalities from plumbers, gasfitters, electrical 
workers, drainlayers, and other artisans. 

With the growing demand for corporate Contract 
bonds the agent should make every effort to secure his 
full share of this class of business. Contract bonds 
are hazardous and the agent must exercise great care 
in the selection of risks ; but he should always remem- 
ber that the Company seeks all desirable business in 
this as well as in other lines. 

Bid Bonds. — Many agents wrongfully consider a Bid 
bond as a mere formality without actual liability to the 
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Company. They assume that when the principal in a 
Bid bond is the successful bidder and the Company 
does not care to become surety on the contract, the 
transaction is ended. This is not the case. When the 
Company executes a Bid bond, it, in effect, agrees, if the 
contract be awarded to the principal, to execute the 
Contract bond. The Company also agrees, if the 
principal fails to execute the contract, to pay any dif- 
ference between his bid and that of the next lowest 
responsible bidder or that of the successful bidder at 
a subsequent opening, should it be found necessary to 
re-advertise for bids. The difference between the two 
bids may be considerable, for if the successful contrac- 
tor refuses to enter into the contract the original bid 
must be too low. Thus a liability faces the Company 
at the beginning. It is necessary, therefore, to give 
the same care to an application for a Bid bond as is 
given to an application for a Construction Contract 
bond. 

No Bid bond should be accepted unless satisfactory 
information is obtained that the financial standing and 
the ability of the applicant are sufficient to protect 
the Company should liability accrue because of the 
applicant's refusal or inability to enter into the con- 
tract, and unless the agent would recommend a final 
Construction Contract bond. 

Some Bid bonds fix the limit of liability and make 
the surety liable for liquidated or stipulated damages 
in lieu of other damages to be proved. 
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Another form of Bid bond operates also as a final 
Construction Contract bond when the principal in the 
Bid bond receives the contract. 

Construction Contract Bonds. — A Constmction 
Contract bond carries both a moral and financial 
guarantee. It guarantees that the contract will be 
fulfilled according to specifications. In this respect it 
differs from a Fidelity bond in that the latter guar- 
antees the obligee against loss in event of the dis- 
honesty of the principal. A contractor may and should 
be honest and yet he may not be able to fulfill the con- 
ditions of his contract. It is not alone necessary that 
an applicant for a Contract bond be honest. 

A bond guaranteeing the completion of a contract is 
much more hazardous than one which merely guaran- 
tees the honesty and fidelity of an individual. A Con- 
tract bond not only guarantees the honesty of a 
contractor but his business success as well. It guaran- 
tees expert knowledge; that no mistakes have been 
made in estimating the cost of labor and materials; 
and that; calculations are correct with reference to the 
date of completing the contract. Therefore a Con- 
struction Contract bond includes many risks in ad- 
dition to the moral hazard. 

In judging the qualifications of an applicant for a 
Construction Contract bond, the following necessary 
elements must be considered : 

(a) Technical experience and ability to do the par- 
ticular work. A contractor must not only be able to 
perform successfully the work, but to estimate the cost 



CONTRACT BONDS 111 

accurately. He must be familiar with the work 
covered by the contract. Many reliable contractors 
have had ample experience in some lines, but are not 
qualified to undertake other lines. 

(b) Record for doing satisfactory work. In- 
quiry among architects, engineers and owners for 
whom the applicant has done work similar to that pro- 
vided for in the contract will give the necessary 
information on this subject. 

(c) Necessary plant and equipment for successfully 
carrying out the contract. Both should be modern and 
in good condition. 

(d) Financial responsibility in proportion to the 
obligations to be assumed. This is of vital importance. 
A contractor however honest, experienced and well- 
equipped is not a desirable risk unless he has sufficient 
financial resources to provide the necessary labor and 
materials, and to take care of reasonable outlays. He 
must have ample capital to finance his contract, and 
either cash or good notes and accounts receivable suffi- 
cient to indemnify the Company in case the work is 
finished at a loss. 

(e) Good standing as to personal habits and busi- 
ness methods. Personal reputation, however good, 
does not warrant accepting a contract risk in the 
absence of financial responsibility. 

It is necessary that the application show what con- 
tract work the applicant has on hand. Each contract 
should be noted separately, together with the nature of 
the work, the amount involved, the percentage of work 



112 FIDELITY, SURETY AND CASUALTY 

finished, the date when the contract is to be completed, 
the payments made to the contractor and the amount 
of the retained percentage to date. 

When it appears that an applicant has undertaken 
more work than his ability, equipment and financial 
responsibility justify, the risk is undesirable. The 
amount of work he can properly carry on depends 
largely upon his financial resources and the efficiency 
of his organization. 

The amount of work sublet by the applicant should 
also be considered. It is often well to require that 
sub-contractors give Contract bonds to the general 
contractor guaranteeing their portion of the work. 

The nature of the work is a very important feature. 
Is it hazardous, such as underground construction, 
making it necessary for the contractor to provide for 
meeting conditions which cannot be foreseen when the 
work is undertaken, or is it simple structural work 
such as buildings and other operations above ground I 

Has the contractor bid high enough to enable him to 
complete successfully his contract with a profit? 

It is essential that the competitive bids be given in 
the application. In the case of public work, the bids 
are a matter of public record, and in most private work 
they can be readily obtained from the architect in 
charge. 

In underwriting a Construction Contract bond, there 
are other elements to consider : the ability of the con- 
tractor to do the work for the contract price ; the ques- 
tion as to whether the price, if satisfactory, is to be 
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paid in such a way as to yield in cash the cost of the 
^ork ; whether enough will be paid during the progress 
of the work to enable the contractor, aided by his own 
resources, to finance the contract; whether the owner 
will retain a sufficient amount of the contract price to 
complete the work in case the contractor defaults; 
whether the contract allows sufiicient time to complete 
the work and provides for the extension of time to cover 
imavoidable delays. 

One of the most frequent causes of defaults by con- 
tractors is due to failure to pay for labor and materials. 
Most states have mechanics' lien laws, under which 
workmen and material men can recover from property 
owners amounts left unpaid by contractors. As a 
result, owners generally require Contract bonds con- 
ditioned not alone upon the completion of the work, but 
to protect them against liability for labor and materials 
furnished the contractor. This further emphasizes 
the necessity for financial responsibility on the part of 
the applicant. 

A particularly bad contract for the Company is one 
providing that the * * essence ' ' of the contract is time ; 
that no allowance will be made for time lost through 
strikes or other delays, provision being made for 
damages for non-completion at a specified time. Under 
such contracts, the financial standing of the applicant 
must fully warrant the excessive risk. 

Bridge and similar work requiring caissons, dredg- 
ing, deep sewer construction, tunneling, dam and dike 
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building, filtration plants and other work involving 
underground operations are extra hazardous. 

In view of the above facts, the agent will readily 
realize that without full knowledge of the terms and 
conditions of the contract it would be exceedingly 
hazardous for the Company to write the bond. 

In offering a Contract bond always use the Com- 
pany's printed application forms. Do not fail to 
answer every question in the required application 
blank. Give the number, amount, and status of the 
contracts which the applicant has on hand; also the 
competitive bids for the contracts which the Company 
is asked to guarantee. The specified premium should 
be properly inserted as provided on the printed form. 
When this is not done, subsequent year premiums are 
often lost, these being hard to collect unless the appli- 
cant agrees to pay them when he signs the application. 

Full and accurate information concerning the appli- 
cant 's assets and liabilities must be furnished in every 
case as provided in the application forms. This must 
be given in detail, not in general terms, so as to show 
the exact financial condition of the applicant. 

When a contractor secures several bonds each year, 
new financial statements are not required with each 
application. Semi-annual statements, however, should 
be secured from applicants doing a small business, and 
annual statements from those doing a large business. 

The agent can render valuable assistance to the 
Home Office by verifying the financial statements made 
by clients. Many claim settlements have revealed the 
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fact that the defaulting contractors furnished false 
financial statements. Verification of real estate 
values, of bank deposits and of the market value of 
stocks and bonds is necessary. When stocks and 
bonds are included in a statement, show just what these 
securities are. The agent's own estimate of real 
property and whether the same is encumbered is worth 
while. If encumbered, the amount of such encum- 
brance on each piece of real estate should be mentioned 
separately. Unencumbered real estate should appear 
in statements as separate items. 

The item of ** accounts receivable " requires con- 
sideration. Do not permit an applicant to include 
under this head anything except accounts due him for 
work actually completed and for which he holds esti- 
mates approved by the architect, engineer or other 
person authorized to approve and sign such estimates. 
If the applicant has put money into a job for which he 
has no estimate, let it appear in the statement under a 
separate heading. All items throwing light upon the 
financial standing of applicants for Contract bonds 
should be verified. A contractor's credit standing 
may also be secured from supply and material houses 
with which he deals. The agent, however, should 
consider well information received from material 
men whom contractors give as references. Often con- 
tractors owe them money and the material men are 
anxious to have the Company execute the bonds so that 
they may get their payments for materials previously 
furnished. Architects, engineers and owners for whom 
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the contractor has done work in the past can give the 
most reliable information. Banks can supply much 
valuable data concerning the standing and credit of 
contractors, but they are often personally interested. 

The agent's attention is also called to the necessity 
for properly filling out and executing the indemnity 
agreement for which provision is made in application 
forms. Some agents do not understand the Company's 
reasons for requiring personal or other indemnity 
before executing some Contract bonds. 

As already indicated, an applicant for a Contract 
bond must possess financial responsibility in propor- 
tion to the obligations assumed or to be assumed. 
Financial responsibility means the possession of avail- 
able assets to be used in any emergency arising under 
the contract. Equities in real estate are not usually 
available assets. 

Sometimes an applicant is, in the Company's opinion, 
not quite strong enough financially to handle the pro- 
posed work. In such cases, where the applicants have 
experience and are men of character, the Company 
will, under favorable conditions, execute Contract bonds 
provided satisfactory personal indemnity is furnished 
by one or more responsible persons under which they 
agree to protect the Company should the bonded con- 
tractor default. 

When there is default on a contract on account of 
which the Company has personal indemnity, it is neces- 
sary in practically every case for the Company to com- 
plete the contract and then bring suit against the indem- 
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nitor to recover the loss. This involves delay, annoy- 
ance and expense. It is never advisable to execute a 
Contract bond for an irresponsible applicant and to 
look solely to indemnity for the protection of the Com- 
pany. 

The acceptance of personal surety on Contract bonds 
is becoming more and more a thing of the past, 
because individuals may, in case of trouble, dispose of 
their property and thus escape, while the surety com- 
pany must discharge its obligations. For this reason, 
governments usually require corporate surety. The 
premiums charged by the surety company are merely 
for the service rendered. No surety company accepts 
an unqualified contract risk no matter what premium 
is paid. Suppose a merchant seeks to have his bank 
discount a $5,000 note when his financial condition does 
not justify the loan. The bank would not grant the 
request unless the note is endorsed by responsible 
persons or collateral is deposited to cover the note, or 
unless the merchant complies with satisfactory con- 
ditions imposed. The position of the Company in exe- 
cuting Contract bonds is similar to that of a bank in 
discounting notes. 

While all Contract bonds involve the payment of 
money if given conditions are not fulfilled, some are 
in the form of direct financial guarantees. Under such 
conditions, the applicant must indemnify the Com- 
pany with cash or satisfactory gilt-edge marketable 
securities. 
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Premiums charged on Contract bonds are usually 
based upon the amount of the contract price, not upon 
the amount of the bond. They are paid from the date 
of the bond whether the work begins immediately or 
not. Premiums on Mail Contract bonds are computed 
on the amount of the bond filed with the proposals. 

The agent should see that the property under con- 
struction and covered by the Company's bond is 
insured against fire, and that the contractor has Com- 
pensation or Employer's and Public Liability insur- 
ance. 

All individual signatures to applications for con- 
tract bonds must be witnessed. The individual signa- 
tures of each member of a firm must follow the firm's 
signature. The signatures of authorized officers and 
the corporate seal must follow the signing of corporate 
names. The signatures of corporate officers need not 
be witnessed. 

Each application for a Contract bond must be 
accompanied by a copy of the contract and specifica- 
tions. Plans and drawings are not necessary. 

When statutory or special bond forms are required, 
the form with a duplicate for the Home Office must 
accompany applications. 

After the principal executes a Mail Contract bond, 
the proposal or contract should be forwarded to the 
Home Office for examination and consideration. A 
postmaster is supposed to supervise the execution by 
the principal of all proposals and contracts for carry- 
ing mails. 
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Maintenance Bonds. — ^A contractor is sometimes 
required to give a Maintenance bond, guaranteeing 
the quality and durability of his work, such as 
the wearing qualities of streets, roads, bridges and 
the like, or the efficiency of heating, filtering or other 
plants. A Maintenance bond, therefore, is hazardous, 
because there is no way of knowing with a certainty 
what the life of the work will be, or that the plant in- 
stalled will perform its functions. Then, too, the finan- 
cial responsibility of the contractor when the bond is 
issued does not insure what his status will be at the end 
of the maintenance period. For this reason, marketable 
collateral security should be required, especially on a 
long time Maintenance bond. A short term Mainte- 
nance bond carries less risk because defective work- 
manship is not so likely to appear during the first year 
after completion as later. 

Many Construction Contract bonds cover both the 
contract and the maintenance period. Efficiency guar- 
antees are somewhat more hazardous than main- 
tenance guarantees. Generally, however, liability 
accrues shortly after the bonds are executed, and the 
financial standing of the contractor is not likely to 
change in the meantime. 

Supply Contract Bonds. — A Supply Contract 
bond guarantees the future delivery of merchan- 
dise, materials and supplies of all kinds. The general 
principles outlined as applicable to passing upon appli- 
cants for Construction Contract bonds also apply to 
this class of bonds. A supply contract, however, 
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usually requires no special skill. Payments are gen- 
erally made upon delivery of the goods, so that the con- 
tractor's capital is not long tied up. The risk, therefore, 
is not so hazardous as on a Construction bond. The 
adequacy of the price is the chief question to be deter- 
mined. There is a small ratio of losses upon Supply 
Contract bonds because when a loss does occur, the 
Company can generally go into the open market and 
purchase the needed articles for little more than the 
^rice uid by the contractor. Contractors furnishing 
supplies knotv' almost to a cent what they will cost, and 
often have the stock on hand ready to be moved. 

Franchise Bonds. — Individuals, firms, and corpora- 
tions who obtain from a city or other body politic a 
franchise for the construction of street railways, tele- 
phone systems, lighting and water works plants, and 
other public utilities are generally required to give 
Franchise bonds guaranteeing that the utility will be 
constructed and that it will be in operation within a 
specified time. * These bonds also guarantee the munici- 
pality against losses resulting from the construction, 
maintenance and operation of the plant. Such risks are 
hazardous. Manifestly, the Company would not be 
justified in entering upon such a liability covering the 
long period usually stipulated, unless the contracting 
company is fully organized and has suflScient paid-in 
capital to comply with the provisions of its franchise. 
Owing to the many different elements and conditions 
involved, each individual contract risk must be con- 
sidered largely on its own merits. 
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Bonds Covering Bills of Lading and Freight 
Charges. — For the accommodation of their patrons, 
railroads generally permit business concerns of good 
standing to remove freight consigned to them imme- 
diately upon arrival, the merchants paying the freight 
bills weekly or oftener, producing the bills of lading 
when they arrive or when the freight is paid. The rail- 
roads usually require the merchants to whom this privi- 
lege is granted to give bonds guaranteeing the prompt 
delivery of all bills of lading and the prompt payment 
of freight charges. These bonds are usually issued to 
applicants who have a good credit rating in addition 
to financial responsibility. 

License Bonds. — By reason of statutory require- 
ments License bonds must be filed covering general 
warehousing under municipal ordinances. As a rule, 
they are required from warehousemen, plumbers, dray- 
men, gasfitters, electrical workers, movers of buildings, 
drainlayers, those handling explosives and others. 
These bonds guarantee that the person or firm licensed 
will comply with the laws under which the licenses are 
issued. While not strictly Contract bonds, they are 
handled by the Contract department. This is a desir- 
able class of business when the applicant has sufficient 
means to pay such small fines as may be imposed. 

Owing to the nature of the guarantee, some forms of 
License bonds, such as those required of warehousemen, 
those handling explosives, and others, are written only 
for those possessing financial responsibility, and not, 
as are many forms of License bonds, largely on the 
reputation of the applicants. 
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An application for a License bond should contain 
financial statements, accompanied by the personal 
opinion of the agent as to the moral risk and the 
experience the applicant has had in the line of work 
he has undertaken. 

If the agent complies with the above requirements, 
he will greatly facilitate the handling of contract busi- 
ness. Delays always occur unless the necessary 
information concerning applicants is provided. All 
inquiries regarding the status of contracts covered by 
the Company's bonds must be properly filled out and 
promptly returned. This is important, for when the 
Company is advised that a bonded contract has been 
completed the risk can be canceled. 

Eenewal notices are sent to agents sixty days before 
annual premiums are due, except when Contract bonds 
are written at a flat rate for the duration of the contract. 

DEVELOPMENT 

Bonds guaranteeing the specific performance of con- 
tracts for construction or repair work; supplies and 
materials for Federal, state, and local governments, and 
others; and for mail-carrying contracts offer one of 
the best fields for active solicitation. There are also 
many opportunities for developing License and Fran- 
chise bonds, and bonds covering bills of lading and 
freight charges. 

Li developing business in Contract bonds, there are 
two classes of prospects to consider: (a) contractors 
from whom Construction Contract bonds are required, 
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and merchants, manufacturers and jobbers from whom 
Supply Contract bonds are required; (b) property 
owners, public officials, architects and engineers who 
have construction contracts to award or to supervise, 
or supply contracts to let. 

Contractors and concerns furnishing supplies of 
merchandise or materials give bonds when required 
to do so by Federal, state, county or municipal govern- 
ments, corporations, firms, associations or individuals 
who desire guarantees covering contracts for construc- 
tion or repair work or supplies. They do not generally 
furnish bonds voluntarily. The strength of the Com- 
pany is not vital from the contractor's standpoint, but 
the question of prompt service in the execution of Con- 
tract bonds is of great importance to him. 

On the other hand. Federal, state, county, and 
municipal governments, corporations, firms, associa- 
tions and individuals should require those to whom 
they award construction, repair and supply contracts 
to give corporate Contract bonds, because such bonds 
provide the only absolute guarantee that the contracts 
covered will be carried out according to specifications. 
The financial strength of the Company is vital to those 
who require the guarantees which Contract bonds 
provide. 

It will be seen from the above that two methods for 
developing business in Contract bonds must be fol- 
lowed. These methods differ according to the class 
being solicited. The agent should : 
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(a) Solicit contractors and concerns furnishing sup- 
plies of merchandise or materials for applications for 
such bonds as they may be required to give, proving 
the superiority of the Company's Contract bond ser- 
vice and demonstrating the fact that it is rendered at 
as low rates as are consistent with the character of 
that service. 

(b) Show government officials and corporate, and 
individual property owners who have construction, 
repair or supply contracts to award, and archi- 
tects and engineers who supervise construction or 
repair work and through whom such contracts are 
often awarded, the necessity for requiring their con- 
tractors to give corporate Contract bonds in order 
that they may have absolute guarantees that their 
contracts will be carried out according to specifica- 
tions. The agent must prove the Company's financial 
strength and record for the payment of losses, for 
Contract bonds do not afford the desired protection 
unless they are written by a Company of unquestioned 
financial strength and ability either to reimburse the 
government or property owner to the full penalty of 
the bonds or to complete contracts when bonded contrac- 
tors fail to carry out specifications. 

In preparation for the development of Contract 
bond business, the agent should indicate on his pros- 
pect cards all the financially responsible contractors 
in his territory. On these cards should be noted the 
class of work done by each contractor. 



CONTBACT BONDS 125 

The agent should secure from local contractors de- 
tailed statements showing their financial ability to carry 
out contracts, the amount of work they have on hand, 
their experience, business capability and other neces- 
sary information. Advance statements should be sub- 
mitted to the Contract department. The agent can 
then be advised whether such business as he might be 
able to secure from the respective contractors would 
probably be acceptable to the Company. These state- 
ments will greatly facilitate the issuance of Contract 
bonds for acceptable clients, and will relieve the agent 
of the embarrassment of soliciting business which 
might be declined. 

Another advantage of securing statements in ad- 
vance is that with a financial statement the Contract 
department is able to investigate the contractor's 
standing, and in many cases give the agent an authori- 
zation for bonds within certain limits. Such an 
authorization will enable the Company's agents to 
handle their business without reference to the Home 
Office for authorization in each case. 

This system of special authorization has been found 
of great assistance, and has enabled the Company's 
representatives to secure business where quick action 
is the controlling factor in the contractor's choice of 
a surety company. 

The newspapers should be read for notices of pro- 
spective construction, repair and supply contracts to be 
awarded either at private or public lettings. 
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The agent should keep in touch with local architects, 
engineers, contractors, prospective builders, material 
men, public officials and others having contracts to 
award or supervise, to ascertain what contracts are 
in prospect, when they will probably be let, and the 
names of the prospective bidders. 

When the agent finds that bids for contracts have 
been invited, or are about to be called for, he should per- 
sonally advise those contractors who would be interested 
in securing the business. He should tell them where 
they can obtain specifications and other information, 
and solicit applications for their bonds, if their busi- 
ness would be desirable. By thus looking out for the 
interests of contractors, the agent will gain their friend- 
ship. Then he should get in touch with those by whom 
the contracts are to be let or supervised ; ascertain from 
them which contractors secured specifications and are, 
therefore, prospective bidders, and again solicit the 
contractors, if their business is desirable, securing 
promises of the business in case they receive the con- 
tracts. 

The agent should attend the openings of bids and, if 
the business is desirable, solicit the application of the 
successful bidder for such bonds as may be required 
by the terms of the contract. 

When the contracts are to be let privately, the agent 
should ascertain from the architects, owners of the 
property, or other persons by whom the contracts are 
to be let or supervised, the names of the prospective 
and later of the actual bidders and solicit their applica- 
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tions in the manner already described. He should learn 
later from the same source the name of the successful 
bidder and solicit such bonds as may be required under 
the terms of the contract. 

In all cases where successful bidders have promised 
the agent their business prior to the award of the 
contracts, he should call upon them as soon as 
the contracts are awarded and have their applications 
filled out immediately, so that there may be no delay in 
having the bonds executed. 

The agent should also keep in touch with proposals 
for mail-carrying contracts. The Company pays 
special attention to this class of business through the 
Mail Route Contract department at Washington. 

The prospect should have impressed upon him the 
fact that Contract bonds constitute the sole character 
of guarantee which meets every demand of modern 
business methods in all cases where bonds are required. 
They provide the only certain guarantee for the com- 
pletion according to specifications of all classes of 
construction and repair work and the fulfilling of con- 
tracts for supplies, thus serving contractors and 
owners alike. 

A contractor's ability to furnish a bond of the Com- 
pany is in itself evidence of his financial stability and 
of his ability to carry out every specification. The 
bonds of the Company give contractors the backing 
of its millions, are an invaluable asset, and are accepted 
in all cases where Contract bonds are required. 
The agent should emphasize the Company's business- 
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like methods and excellent service. He should show 
that the rates are reasonable considering the character 
of the service rendered. 

The development of License bonds handled by the 
Contract department should be pushed, because they 
are profitable. The agent should get in touch with 
those who are required under the laws of his town or 
city to furnish License bonds and diligently solicit 
their business. 

He should see the large business concerns in his 
town or city and solicit them for bonds given to rail- 
roads covering the prompt delivery of bills of lading 
and the prompt payment of freight. 

The prospective, and later the actual, award by the 
local authorities of franchises for street railways or 
street railway extensions, telephone, lighting and 
water works plants, and other public utilities, can 
readily be ascertained by keeping in touch with local 
public affairs. Those who are at the head of such en- 
terprises should be solicited for the promise of their 
Franchise bonds in case the franchises are granted 
and should again be seen when the franchises have 
been awarded. 



CHAPTEE 12 
Business with the United States Government 

The agent will find a constantly widening field for 
profit in soliciting the bonds of those individuals, 
firms and corporations which desire to extend their 
business by securing construction and supply contracts 
from the United States Government. 

The fear of technical requirements and * * red tape ' ' 
deters many from seeking Federal Government con- 
tracts. Thus many fail to take advantage of profitable 
openings. If the agent acquaints himself with Federal 
Government contract requirements, he will be in a posi- 
tion to give counsel to those who desire to do business 
with the Government, and then to secure profitable 
business and put himself in a position to solicit bonds 
which will pay him a commission. 

The Company has a Government Service Bureau in 
Washington, one of the most important functions of 
which is to help agents secure business and to make 
it easy for clients to conform to Government contract 
regulations. This bureau is in charge of experts who 
are prepared to serve both clients and agents free of 
expense. 

Managers, agents and their clients, individuals, firms, 
and corporations, who desire to take advantage of the 
Company's Washington service are invited to write 
the United States Fidelity and Guaranty Company 
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Government Service Bureau, 327 Southern Building, 
Washington, D. C, indicating the character of contracts 
about which they desire detailed information. They 
will then receive from that bureau free of cost prompt 
reports concerning all opportunities for business with 
the Federal Government in their respective lines; 
will be given advice in the preparation of bid and 
other papers; will be immediately advised of all 
awards ; and will receive other information which will 
be of value in future bidding. When clients so desire, 
the Company will also give them, free of charge, the 
services of a personal representative in connection 
with all business before any of the Government de- 
partments. 

The Government Service Bureau secures daily from 
the various Government departments all advertise- 
ments for bids ; notifies prospective bidders who have 
filed their addresses with the bureau, whether said 
prospective bidders are clients of the Company or not ; 
and gives them full information including dates and 
other important data, as to bids to be received, refer- 
ring the prospective bidders to the Company's agents 
in their territories for their bid and other bonds. A 
representative of the bureau attends the opening of 
bids by all departments, makes an itemized list of bids 
received, forwards a copy of bids to each bidder, and 
sends a copy to the agents in the cities where the bid- 
ders reside. Successful bidders are notified and are 
referred to the agents in their territories for their 
Contract bonds. 
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To aid the agent in securing business, the Company 
aims to send him, through its Government Service 
Bureau, the names of prospective bidders on Federal 
contracts and reports on contracts awarded in his 
territory, so that the agent may solicit the bonds. 

The agent should prepare a complete list of desir- 
able prospects in his territory who may require bonds 
rimning to the United States Government, indicate 
opposite each name the character of information de- 
sired, and forward it to the office of the Company in 
Washington, so that their names may be placed on the 
mailing list. By securing this favor for local contrac- 
tors, manufacturers and wholesalers, the agent will 
create a surety market which no competitor can take 
away from him and which will afford a steady source of 
business. 

The following information concerning the various 
bonds which are required by the different Federal 
departments in connection with Government contracts 
will materially help the agent in his efforts to bring 
this wide market to the attention of his prospects and 
clients, and will enable him to take advantage of oppor- 
tunities offered. 

Bureau of Supplies and Accounts. Navy Depart- 
ment. — (1) Annual Guaranty Bonds cover proposals 
during the fiscal year which ends June 30 annually; 
(2) Annual Contract Bonds cover contracts awarded 
during the fiscal year as follows : For contracts up to 
$50,000, twenty-five per cent, of the amount of the con- 
tract; for contracts from $50,000 to $100,000, twenty 



132 FIDELITY, SUBETY AND CASUALTY 

per cent, of the contract ; for contracts from $100,000 
to $150,000, fifteen per cent, of the contract ; for con- 
tracts over $150,000 ten per cent, of the contract. 

If a contractor, for example, has an Annual Contract 
bond on file in the penalty of $10,000, it would cover 
all contracts awarded to him so long as the aggregate 
amounts do not exceed the percentages above set forth. 

It is customary for a contractor to give an Annual 
Contract bond in an amount equal to the percentages 
above shown on all contracts awarded him at any one 
time, or on all uncompleted contracts he may have at 
any one time with the Bureau of Supplies and Accounts. 
Otherwise, he will be required to furnish bonds in addi- 
tion to his Annual Contract bond. 

If a contractor does not have an Annual Contract 
bond on file, it is necessary for him to furnish separate 
bonds with each contract awarded in accordance with 
the above percentages. 

Panama Canal Commission. — This commission has 
Annual Guaranty bond forms which cover proposals 
up to fifty per cent, of the total amount of the contract 
price of the proposal. If, therefore, an applicant 
desires to bid on a $25,000 contract, his Annual Guar- 
anty bond would have to be in the penalty of fifty per 
cent, of $25,000. This same Annual Guaranty bond, 
however, would also cover all contracts awarded to 
him where the amount or amounts did not exceed 
$10,000. The commission requires a separate bond 
with contracts over $10,000, but has no Annual Con- 
tract bond form for that class of bonds. The bond 
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f^x^ms for contracts over $10,000 are furnished direct 
^^ contractors by the commission with the correct 
^^Ociount of the bond required inserted. These bonds 

(Annual Guaranty) expire one year from date of exe- 

<^tition and approval. 

Quartermaster General. — This department has an 
Annual Guaranty bond form covering proposals ; also 
an Annual Contract bond covering contracts. A bond 
for fifty per cent, of the contract price is required on 
contracts for construction work, and a bond in the 
penalty of thirty-three and one-third per cent, of the 
contract price for furnishing supplies. 

Depot Quartermasters. — The depot quartermasters 
also advertise for and receive bids at Philadelphia, 
Pa., New York, N. Y., Boston, Mass., Kansas City, 
Mo., Chicago, HI., San Francisco, Cal., Portland, Ore., 
St. Louis, Mo., and Seattle, Wash. 

Annual bonds may be filed with the Quartermaster- 
General in Washington which will cover proposals and 
contracts at the various depots and at the Quarter- 
master-General's office in Washington. 

Arsenals. — The Rock Island Arsenal, Rock Island, 
111. ; the Frankfort Arsenal, Philadelphia ; and the New 
York Arsenal, Governor's Island, N. Y., make pur- 
cihases of various supplies, but do not require bonds or 
certified checks with proposals, only requiring bonds 
with contracts over $5,000. Those who desire to sub- 
mit bids to these arsenals should write the commanding 
officer, requesting him to place their names on the 
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mailing list, and they will receive complete bidding 
sets. 

General Supply Committee, Treasury Depart- 
ment. — This committee opens bids each year for sup- 
plies for use of the executive departments and other 
establishments of the Government, and for such other 
services as are included in the specifications for vari- 
ous classes of supplies as may be ordered from time to 
time during the fiscal year. The instructions state that 
bidders, if they so elect, may submit in lieu of certified 
checks surety bonds in amounts equal to two per cent, 
of the total estimated amount of the bids. Contract 
bonds are required with the contracts. They are annual 
bonds as they run to the end of the fiscal year, June 30. 

Supervising Architect, Treasury Department. — 
Certified checks are required with prosposals, and a 
separate bond on each contract, preferably corporate 
surety. 

Navy Pay Officers and U. S. Marine Corps. — The 
purchasing officers, U. S. Navy Pay Offices at Ports- 
mouth, N. H., Philadelphia, Pa., Brooklyn, N. Y., Bos- 
ton, Mass., Washington, D. C, Norfolk (Portsmouth), 
Va., Charleston, S. C, Puget Sound, Wash., Mare 
Island, Cal., and the supply offices at the Naval Stations 
at Key West, Fla., New Orleans, La., Pensacola, Fla., 
and Pearl Harbor, H. I., advertise for and receive bids. 
They do not require certified checks or bonds with pro- 
posals, but do require bonds with contracts awarded 
and have Annual Contract bonds covering contracts 
awarded during the year. 
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The Marine Corps, Navy Department, Washington, 
D. C, and the office of the Depot of Supplies, Phila- 
delphia, Pa., advertise for and receive bids. Bidders 
may file Annual Guaranty and Annual Contract bonds 
at Washington to cover proposals submitted and con- 
tracts awarded at both the Washington and Phila- 
delphia offices. 

Bureau of Ordnance, Navy Department. — Certified 
checks or bonds are accepted with proposals, and a 
separate bond is required with each contract. There 
are no Annual Guaranty or Annual Contract bond 
forms. 

Bureau of Yards and Docks, Navy Department. — 
Certified checks are required with proposals and sepa- 
rate bonds with contracts, preferably with corporate 
surety. 

Indian Bureau, Interior Department. — Certified 
checks or bonds are accepted with proposals, and a 
separate bond is required with each contract. 

City of Washington, D. C. — The municipal govern- 
ment will accept certified checks or bonds with pro- 
posals, and requires a separate bond with each con- 
tract, preferably with corporate surety. 

The Bureau of Supplies and Accounts is, perhaps, 
the largest purchaser of supplies, and all Annual Con- 
tract bonds on file with that department expire 
June 30 of each year. It is, therefore, desired that a 
strenuous effort be made every spring to secure Annual 
Guaranty and Annual Contract bonds on behalf of 
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bidders and contractors, which will have to be renewed 
prior to July 1. 

An important distinction must be noted between 
Annual Guaranty bonds and Annual Contract bonds 
running to the Bureau of Supplies and Accounts, Navy 
Department. Annual Guaranty bonds cover propo- 
sals. They expire at the end of the fiscal year, June 30, 
regardless of the date of execution. Annual Contract 
bonds cover contracts only. They likewise expire at 
the end of the fiscal year, June 30. Premiums covering 
these bonds are to be found in the Rate Manual. 

The agent should solicit the business of every desir- 
able prospect in his territory for Annual Guaranty and 
Annual Contract bonds, regardless of whether or not 
the prospect favors the United States Fidelity and 
Guaranty Company or some other company with his 
bonding business, so that those who already have such 
bonds on file may file new ones and those who have not 
filed Annual Guaranty and Annual Contract bonds may 
have the opportunity to do so. The agent should also 
solicit all special bonds indicated in the above list. 

Many bidders and contractors at the Bureau of Sup- 
plies, Navy Department, and the Panama Canal Com- 
mission now send certified checks with their proposals 
when bonds can be used to much better advantage. It 
has been the experience of many of these that consider- 
able time often elapses after the bids are opened before 
the awards are made. The department must retain the 
certified checks which accompany the proposals until 
the awards are made. It is, therefore, not unusual for 
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bidders to be deprived of the amounts of certified 
checks for the two or three months which often elapse 
before they are returned after the awards have been 
made to some other contractor. 

The preparation of Annual Guaranty bonds grew 
out of the numerous complaints received by the depart- 
ment relative to the delay in returning certified checks. 
An Annual Guaranty bond does away with the neces- 
sity of forwarding certified checks with proposals, as 
well as the requirement of having bonds executed each 
time bids are submitted, as it is only necessary to 
mark across the face of the proposal ** Annual Guar- 
anty Bond on File." The government prefers to have 
bidders file Annual Guaranty bonds with proposals^ as 
such bonds relieve the departments of the work inci- 
dent to taking care of and returning certified checks. 
It is, therefore, a great convenience to the bidders to 
have Annual Guaranty bonds on file. Often the cost 
of a bond will not amount to half as much as the inter- 
est on the money tied up by a certified check. 

In soliciting business in bonds running to the United 
States Government, the agent should take advantage 
of the opportunity for soliciting such other bonds as 
the prospects should have. Many agents, for instance, 
when soliciting bonds running to the United States 
Government on which the premiums may be compara- 
tively small, secure applications for many other and 
often very profitable bonds, as well as renewal and 
expiration dates which open the way for future busi- 
ness. Business in such bonds as are required by the 
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Government is not only desirable in itself, but it leads 
to constantly increasing profit along other lines. 

It is important for the agent to communicate to 
prospects immediately, by telegram or letter, informa- 
tion received from the Government Service Bureau, 
regardless of whether the prospects favor the Company 
with their bonding business or not. This secures the 
prospects' good will and often their business. 

The agent will frequently be told by prospects that 
they can secure bonds of this class at cheaper rates. 
Those agents who have solicited Government business 
most successfully have found this obstacle easy to over- 
come by informing prospects as to the number of 
** cut-rate " companies which have gone out of busi- 
ness during the past few years, forcing contractors to 
file additional or substitute bonds, thus making the 
total cost to the prospects considerably more than it 
would have been if they had furnished the bonds of 
the United States Fidelity and Guaranty Company in 
the beginning. 

In addition to this, agents have procured on the 
argument of service a large amount of Government 
bonding business formerly written by * * cut-rate ' ' com- 
panies. The Government Service Bureau was estab- 
lished to furnish clients and agents advance information 
in which they are interested as to bids to be received by 
the various departments, so that clients will be enabled 
to submit bids if they desire ; to furnish them promptly 
itemized lists of bids that have been received after 
the bids are opened; and to render other valuable 
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service without cost other than the bond premium. 
This service the ** cut-rate '' companies are not organ- 
ized to furnish. A majority of contractors consider 
this service worth more than the difference between 
the premiums of the * * cut-rate ' ' companies and those 
charged by the United States Fidelity and Guaranty 
Company. 

Any other information the agent may require rela- 
tive to service, bonds, bids and other matters will be 
promptly furnished upon request to the Company's 
Government Service Bureau at Washington. 



CHAPTER 13 
Beinsubance 

From the standpoint of the Home Company there are 
two kinds of reinsurance — (1) reinsurance ceded by 
this Company and which it endeavors to place on risks 
which it controls; (2) reinsurance accepted from other 
companies on risks which those other companies 
control. 

The function of the Reinsurance department is: 
(1) to obtain expeditiously reinsurance on risks which 
this Company desires to be reinsured; (2) to accept 
reinsurance offered to this Company by other com- 
panies and passed on as acceptable by this Company; 
(3) to handle all bonds which this Company signs with 
other companies and on which this Company thereby 
becomes a co-surety. 

The main purpose of the Company in placing reinsur- 
ance on risks which it controls is protection, it being 
unwilling to assume the liability alone. Frequently it 
occurs that the Company will only write a bond or policy 
with the understanding that it will be able to place a 
part of the risk with other companies in the form of 
reinsurance. In this case, the Home Company becomes 
known as the reinsured and the other companies as 
the reinsurers. It is essential that the Company should 
have all vital information regarding the risk it con- 
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trols in order that it, in turn, may furnish this informa- 
tion to the reinsurers. 

The agent, therefore, who wants quick action on his 
business by the Company, should make it his duty to 
forward to the Home Office the latest available informa- 
tion regarding the financial and other conditions of his 
prospects or applicants, such as banks, contractors, etc., 
and should not be content with sending to the Home 
Office old statements that he previously may have ob- 
tained and made use of. Time is often lost by the Rein- 
surance department in writing back for this necessary 
information before it can place the reinsurance. 

Eeinsurance may be carried to a point where the 
Company is willing to carry but a small part of a risk. 
If it reinsures the bulk of the risk the Company, of 
course, passes on to the reinsurer the bulk of the pre- 
mium. Sometimes, as a personal favor to him or to 
enable him to hold another line, the agent asks the 
Company to write a bond which it must handle in this 
manner. Since business of this kind is not desirable 
the agent should avoid it whenever possible. Again 
the Company is often called upon to write bonds, e. g., 
in the case of a Bank Depository bond, where the Com- 
pany 's line is already full. It endeavors to reinsure 
such risks in an effort to oblige the agent, but often is 
unable to do so and has to carry the entire risk. The 
Company does not consider this as judicious or sound 
underwriting. 



CHAPTER 14 
Depabtment op Guaranteed Attobneys 

The Guaranteed Attorneys department is one with 
which the bonding agents have but little, if any, direct 
dealings, but through its representing attorneys and 
subscribers to its service, the managers of the Com- 
pany's Branch Offices and agents are brought into 
close and direct relation with prospects in the mercan- 
tile world, with the result that a large volume of busi- 
ness accrues to every department of the Company. 

This department publishes the ** Guaranteed Attor- 
neys List. ' ' It contains the names of over ten thousand 
attorneys of the United States, Canada and foreign 
countries. Each attorney, whose name is listed, under 
contract is obligated to purchase of the nearest agent 
all Judicial bonds arising out of the business coming 
into his hands over the ** Guaranteed Attorneys List." 
The book also contains a list of banks, a cipher code, a 
digest of collection laws, locations of consular offices, 
and names of the Company's bonding agents. Every 
city, town and village in the United States and Canada 
is listed, together with its population and distance to 
county seat. Points without attorneys or banks are 
referred to towns nearby having an attorney or bank 
and the distance thereto given. The names of foreign 
attorneys are also listed. 
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Fifteen branch offices are maintained, each in charge 
of a superintendent who reports to the Home Office, 
Department of Guaranteed Attorneys. The List is sold 
by a field force of more than fifty solicitors to jobbers, 
manufacturers, banks and hotels, at prices ranging 
from $25 to $1,000, and upwards. With each List sold 
are included a number of supplies, such as : 

First : The book * * Guaranteed Attorneys List. ' ' 

Second: A bond of $5,000, guaranteeing the sub- 
scribers against failure on the part of the Company's 
Guaranteed Attorneys to account for all moneys col- 
lected by them and overcharges. 

Third : For each $10 proportion of a subscription for 
$25 and upwards, certificates entitling the subscribers 
to bonds in the amount of $2,000, free of premium 
charge, to be used in suits involving either attach- 
ment, injunction, replevin, appeal, security for costs, 
or petitioning creditors in bankruptcy. Subscribers 
exhausting the limited number of free bond certifi- 
cates furnished them, continue to patronize the Judicial 
department, paying full premium rates for additional 
bonds. 

Fourth : Report blanks to be used by subscribers for 
the purpose of securing up-to-the-minute information 
regarding customers seeking credit. The attorneys 
furnish this information free of charge in exchange .for 
collection and legal matters which the subscribers may 
have from time to time. 

Fifth: A series of collection letters used by sub- 
scribers for dunning their debtors for payment of over- 
due accounts. 
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Sixth : An advance notice of draft which informs a 
debtor that a draft will be made on him on a certain date 
if the account is not paid before that time. This 
notice also informs the debtor that the draft when sent 
to the bank will carry instructions to turn it over 
to our Guaranteed Attorney if not paid on presen- 
tation. 

Seventh: A draft that is sent to the bank listed (a 
duplicate to the debtor) and contains instructions to 
the effect that if not paid when presented same should 
be handed to the Guaranteed Attorney (name furnished 
bank) for collection. 

Eighth : A book of coupons for use of the subscriber in 
notifying the Home Office of claims placed with the 
Guaranteed Attorney. This notice is necessary to 
bring the claim under the coverage of the Company's 
guarantee. 

Each subscriber secured is reported to the nearest 
agent and becomes at once a prospect. 

The department maintains its own complaint and 
salvage bureau. To it are referred all complaints 
arising against attorneys for inattention to business, 
negligence in correspondence, embezzlement and over- 
charges. 

In addition to copies supplied subscribers, the List 
is furnished gratuitously to more than eight thousand 
attorneys, collection agencies, boards of trade and 
trade agencies, together with a bond, without charge. 
The purpose of this is to secure, for the attorneys who 
pay for the publishing of their names, a profitable busi- 
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'less. The total number of books distributed is twenty 
thousand. 

The department serves indirectly as a publicity 
Qaedium. Every attorney that receives a copy of the 
List is reminded every time he looks at it that the 
Tudicial department issues court bonds of every kind 
ind description. Its reports, drafts and collection 
etters going into every nook and corner of the land 
remind attorneys, banks, business men, and forwarders 
;liat '' We Wm Bond You.'' 
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CHAPTER 15 
Basis on Which Surety Pbbmiums abe Fixed 

It has been shown that distribution of losses is thc^^ 
theory of pure insurance. All pure insurance rates an 
founded on the law of averages. It is a simple matte] 
to divide the number of losses in the past by the total — 
number of those insured. This gives an experience -^ 
table. 

The figures of such tables are not guess worker 
or prophecy. They are based on what has actually^ 
been experienced by many companies over a number of^ 
years. This experience gives an approximate idea o^ 
what may be expected in the future. Slight variations 
will occur, but if a period covering many years is con- 
sidered, the table will serve as a safe guide for calcu- 
lating the probable average number of losses under" 
each class of bonds among a multitude of risks in thc^ 
future. 

It is the uncertainty concerning the acts of indi- 
viduals that makes the protection provided by a surety 
company necessary. 

The pure premium represents the bare cost of grant- 
ing the protection, taking no account of expenses. i 
Gross premiums, which must actually be charged, / 
equal the pure premiums plus the necessary addition 
for the expenses of conducting the business. The cost j 
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^ conducting business in the past has been recorded 
^d hence the Company can closely estimate probable 
iture expenses. 

When surety companies were started, arbitrary 
ites were unavoidable because the companies had no 
rperience upon which to base their premium charges, 
s the surety business increased, the companies ac- 
moLulated experience. Experts figured ** experi- 
Lce '* on the different kinds of bonds. As the life 
snrance companies accurately ascertain the average 
Qgth of life among a large number of men and thus 
tablish mathematically accurate mortality tables, 
e surety companies figure the average losses 
ider each class of bonds among a large number of 
sks. The records of the surety companies now give 
^proximately accurate loss ratios and the rates in 
►rce are founded on experience as far as ascertainable. 

Surety companies are thus enabled to determine 
bat they must charge in the aggregate for many of the 
Bks assumed, and with that knowledge they determine 
le share each individual must pay. Clients are often 
lisled by considering single transactions, such as their 
wn bonds. This is erroneous. They should consider 
le liabilities assumed by the Company as a whole — the 
aly accurate basis on which the business can be safely 
mducted. 

A surety company knows from experience that a 
ercentage of those it bonds will default or fail to 
irry out the terms of their undertakings, while others 
ill fully comply with their obligations. Therefore, 
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the company must determine what it must charge tlie 
entire body of its respective classes of clients. To 
this end, each client must contribute his proper share 
of the premium. That is, the premium must be loaded 
to cover commission expenses, losses and a fair 
return to the stockholders of the Company for carry- 
ing such liability. If a suflSeient number of persons is 
bonded, the law of averages will work accurately. 
Hence, it will be seen that surety rates are not fixed 
by guess work and are not arbitrary, but fairly accu- 
rate and proper. 

Owing to the varied character of the surety business, 
the many different kinds of protection provided, the 
various conditions which must be met, all surety rates 
cannot be fixed on the theory of pure insurance. Bates 
on Fidelity bonds in general. Public OflScial bonds, 
Depository bonds, and some other classifications are 
based on the theory mentioned. 

The difficulties confronting surety rate-makers with 
respect to classifications which are approximately pure 
insurance are due to the peculiar nature of the risks 
and the length of time for which the obligations 
assumed by the surety company remain in force. 
When a life or fire insurance company closes its books 
each year, it knows the losses incurred in the year just 
ended. There is a strong motive, the collection of 
claims, to disclose them at once with a demand for pay- 
ment. Not so with the surety company. Men do not 
readily disclose insolvency, misconduct or defalcations. 
They often conceal them for long periods. Surety 
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ompanies may go for years renewing old or giving 
new bonds on risks where there has been, unknown to 
the surety, a default. The surety company cannot 
know where defalcations have taken place unless claims 
have been made. 

This peculiarity of the surety business has a definite 
influence on its computation of losses. Many surety 
rates must allow for concealed and deferred losses. 
To the known losses must be added the unknown losses 
which time alone will disclose. With respect to most 
statutory bonds there is either no time limit for the 
obligee to make claim, or, if there is such a limit, it is 
very extended. Hence, claims may be made years after 
the bond has been canceled. If surety companies relied 
solely on the known losses, therefore, they would fix 
their rates on fictitious figures, for known losses would 
be only a part of the actual losses of given years as 
disclosed later. 

The fluctuations in experience are so great that it is 
difficult to say when experience on bonds of these clas- 
sifications has matured. Many surety rates, therefore, 
must be calculated not solely on the disclosed losses 
for the current year. Allowance must be made for the 
unknown and undisclosed losses so that rates can be 
kept at such a figure that, when unknown losses are 
disclosed, the Company shall have accumulated a 
reserve fund on those classifications which will enable 
it to meet such obligations. 

Besides those mentioned, there are other classifica- 
tions constituting a large volume of surety business 
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where rates are not reckoned on the basis of pure 
insurance alone. Much surety business consists in 
lending credit on appeal bonds, financial guarantees 
and all classes of surety risks where the bond consti- 
tutes the Company's guarantee for the payment of 
money. The theory on which these bonds are under- 
written is that the losses shall be paid out of collateral 
or other securities required in such cases by the Com- 
pany. 

On Construction Contract bonds, the Company car- 
ries a fidelity liability. The Company guarantees that 
the principal will honestly apply the contract price to 
the performance of the work. These bonds are also in 
the nature of financial guarantees, inasmuch as the 
surety is usually liable for the price of material and for 
the cost of labor. 

To maintain its charges for the services thus de- 
scribed at a reasonable, yet safe level, a company 
underwriting construction contracts must exercise 
greater care in the acceptance of risks than a fire or 
a life insurance company. Contract bond rates are 
based, not on the bare loss to be expected from bonding 
all reputable contractors who might apply, but on the 
experience in both losses and expenses with most care- 
fully selected risks. The function of the underwriter 
is to keep the selection of business up to the necessary 
level of safety at the current rates, because those rates 
will enable a company to meet the inevitable claims 
only from those selected risks which are accepted. 
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Again, the Company cannot accept or decline a risk 
on the basis of an applicant's willingness to pay the 
premium. In a large part of the surety business, in- 
cluding all classes of surety and fidelity bonds, some 
risks would not be insurable even if the company were 
offered the highest possible rate. 

The objection is commonly heard in soliciting surety 
business that premiums are too high. When the agent 
fully understands how rates are fixed and the reasons 
therefor as outlined above, he will be able to refute this 
argument. Many companies are operating on a * * cut- 
rate '* basis, but the history of such concerns shows 
that they cannot continue. They inevitably adopt 
adequate rates, reinsure, or fail. 



CHAPTER 16 

Prbmium Collections — ^Renewals — Cancelations 

Prompt collection of premiums, regular reports on 
collections and proper cancelation evidence are of 
vital importance and should receive the careful atten- 
tion of every agent. 

No matter how much goods a merchant may sell, the 
business cannot prosper if the customers are slow in 
settling accounts. A surety and casualty company like- 
wise cannot be successful if the agents do not make 
prompt collection of premiums. The position of the 
company as regards collections is less advantageous 
than that of the merchant. The company is required to 
place in the premium reserve at least fifty per cent, of 
every premium written, whether the premium has 
been actually paid or not. The merchant has immedi- 
ate use of all cash collected. Not until the company 
receives evidence that its liability has terminated, can 
the premium reserve be released. This means that 
until the company is relieved of liability under a bond 
or policy, only half of the premium is available for use 
in conducting the business. Because of these facts and 
since premiums on bonds and policies constitute the 
income out of which the losses and expenses of the 
company are paid, it is essential for the agent to make 
it a point to give close attention to collections. 
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Premiums should be collected at the time bonds and 
policies are delivered, as far as possible. Renewal 
premiums must be collected when due. The first 
premiums are not adequate to compensate the Com- 
pany for carrying the risks beyond the first year, ex- 
cept in cases where term premiums are agreed upon 
and are paid in advance. 

The Home Office sends the agent a list of bonds and 
policies expiring at his agency, renewal notices and 
continuation certificates about sixty days before the 
expiration dates. This allows the agent ample time to 
solicit renewals. 

The Accounting department cannot know that re- 
newal premiums are paid until agents make the proper 
reports and remittances. 

In the cases of second and subsequent year premi- 
ums, notice of the actual collection or information that 
the item is collectible must be forwarded promptly to 
the imderwriting department, in order that the cor- 
rect charge can be made and reported to the Account- 
ing department. The inclusion of these items in 
monthly accounts current to the Accounting depart- 
ment when they have not been previously reported to 
the underwriting departments for charging, occasions 
delay in adjustment and frequently involves unneces- 
sary correspondence with agents. 

Accounts current must be forwarded at the close of 
each month and must include all premiums written for 
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the month. Remittances for full amounts due must be 
forwarded by the twentieth of the following month. 

Cancelations. — ^When a bond or policy has served its 
purpose, the Home OflSce should be advised at once. The 
bond or policy itself or the renewal certificate should be 
returned when possible, or cancelation evidence should 
be furnished to the proper underwriting depart- 
ment. The agent should not wait until making the next 
monthly report. 

The agent is charged with premiums until evidence 
of cancelation is forthcoming. This differs with the 
several kinds of bonds and policies. Here, again, 
too much emphasis cannot be laid upon the importance 
of reading instructions, for these will show the agent 
exactly what is required under each class of bonds and 
policies. 

The Company has many accounts with agents scat- 
tered all over the United States and Canada. A large 
amount of bookkeeping is involved but the work can be 
much simplified and a great deal of correspondence 
avoided when the agent does his part without re- 
minders. The Company is forced to write many letters 
each month because agents do not always realize the 
importance of promptness and accuracy in connection 
with collections, remittances and cancelations. This 
causes unnecessary expense in salaries, postage and sta- 
tionery. 

The agent is responsible to the Company for the 
premium and where he extends credit it is at his own 
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risk. Bonds and policies on which premiums are not 
paid or on which the agent is unwilling to advance the 
premiums must be promptly returned for cancelation. 
The question of credit to clients is, therefore, to be 
determined by the agent and not by the Home OflSce. 
The agent assumes the entire responsibility. 

No return premiums will be allowed unless the agent 
returns the bond or policy or the renewal to the Home 
OflSce or Branch OflSce. When return premiums are 
paid to the assured, the gross amount must be charged 
and extended in account as authorized. 

No loss payments, adjustment expenses, other ex- 
penses or charges of any sort, except the agent 's com- 
missions and the allowance for postage, should be in- 
cluded in the account current unless accompanied by 
authorization or expenditure vouchers from the Agency 
department. Unless such vouchers are sent in, deduc- 
tions made by the agent to cover such payments, ex- 
penses or other charges, except commissions, will be 
charged back to his account. 

Commissions are charged on the net amount of the 
premium, i. e., the gross premium less the amount of 
the return premium allowed. 

The above requirements have been adopted by the 
Company as fully covering agents' duties toward the 
Accounting department and a careful observance of 
these regulations will assist both the agents and the 
Company in handling the large number of accounts 
incident to the Company's growing business. 
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It must be remembered by agents that all the rules 
set forth above are embodied in their signed agreements 
with the Company. Under these agreements agents 
obligate themselves to comply with the regulations and 
it is intended that they shall be complied with in every 
respect. 



CHAPTEE 17 

Ebsbbvbs and Subplus 

Under the insurance laws of the several states and 
the requirements of the Federal Government all com- 
panies writing any class of insurance are required to 
maintain certain reserves for the protection of the 
insured. These reserves must, under the law, be 
invested only in the most approved securities. 

Reserves guarantee that the Company can meet its 
obligations and thus indicate the measure of its 
responsibility. They constitute that portion of the 
Company's resources which, when increased by 
future premiums, will be suflScient to pay each insur- 
ance obligation as it falls due. The reserves must be 
carried as liabilities in the company 's statement. The 
company is held to account by the insurance depart- 
ments of the states to show that sufficient sums are 
actually reserved for the benefit of bond and policy- 
holders. 

The United States Fidelity and Guaranty Company 
has four principal reserve funds: The premium 
reserve, the claim reserve, the commission reserve and 
the expense and tax reserve. 

The premium reserve is based on the theory that 
when the Company assumes a risk for a year or longer 
term, it cannot consider the premium fully earned until 
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the expiration of the term for which the risk is written 
because during the entire term there exists the liability 
of a possible loss. In the event of insolvency or vol- 
untary liquidation of an insurance company which 
would require the reinsurance of its outstanding risks, 
the premium reserve would also be the fund out of 
which the reinsuring company is compensated. On 
bonds and policies running one year or less, the Com- 
pany is required to carry fifty per cent, of the premium 
as a premium reserve, and this reserve is carried until 
the expiration of the risk, when it is released and 
becomes a part of the surplus. 

On bonds and policies running more than one year, 
a pro rata reserve is required which averages greatly 
in excess of fifty per cent. For example, on a bond or 
policy written for three years, with the premium paid 
in advance, the reserve for the first year is five-sixths 
of the entire premium; the second year, three-sixths; 
the third year, one-sixth. These percentages vary with 
the different terms. Out of every dollar of premiums 
received by the Company, it must take not less than 
fifty cents for the first year, place the amount in a 
reserve, and carry the liability for that reserve until 
the bond or policy expires. 

On fidelity, surety and other classes of business, 
with the exception of workmen 's compensation and lia- 
bility, the Company must place in the claim reserve 
as soon as the claim is filed, and must carry as a lia- 
bility, the amount of the probable loss under that 
claim, including the cost of investigation and adjust- 
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ment. This reserve is subject to change as additional 
information is received. It may be decreased or in- 
creased, but must be carried until the claim is actually 
paid by the Company, when the amount of the reserve is 
released and becomes a part of the surplus of the 
Company. The claim reserve carried in the Com- 
pany's statements always shows the claim liability 
as soon as the loss is incurred, and therefore the actual 
payment of the loss does not affect the Company 's sur- 
plus, because at the time payment is made the reserve 
is automatically released. 

On workmen's compensation and liability business, 
the claim reserve is based upon a fixed schedule which 
requires a specific reserve of $1,500 or less for each 
unsettled suit or case, according to the length of the 
period it has been outstanding over two years, and in 
addition a percentage reserve calculated on earned 
premiums less certain deductions allowed by law. 

The Company has outstanding at all times large sums 
due from agents for unpaid premiums. This entire 
asset, however, is not the property of the Company 
because the agent possesses a commission interest 
therein. The Company, therefore, calculates the com- 
mission due agents on unpaid premiums and carries 
a liability for such an amount until the premiums are 
collected and the commission paid to the agent. This 
is the conmiission reserve. 

At every financial statement period, there is a lia- 
bility for various expenses incurred by the Company 
but not paid. There are stationery, supply and other 
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bills, payable monthly. These bills represent a debt 
for which the Company is liable and which must be 
liquidated. Again, under the laws of the varions 
states the Company must pay taxes on its premixan 
receipts. This is also an accrued debt, not due, but for 
which the Company must carry a reserve, the expense 
and tax reserve, until the amounts are actually paid. 

In addition to the above reserve liabilities, the Com- 
pany's assets are reduced by deduction of all uncol- 
lected premiums on bonds and policies, and all renewals 
the effective dates of which are three months or 
more prior to the date of the statement. Notwith- 
standing this deduction from assets, the premium 
reserve on such bonds or policies and renewals must be 
maintained. These items, therefore, have a serious 
effect upon the Company's surplus since it must retain 
fifty cents at the minimum in the premium reserve and 
deduct the whole dollar of the premiiun from its assets. 

The surplus of the Company is that portion of its 
assets which remains after the above reserves, other 
small and unmatured liabilities, and the Company's 
capital are deducted. If the increase in liabilities for 
reserves in any year is greater than the increase in as- 
sets for the same year, a loss in surplus is shown. If 
assets increase in an amount greater than the increase 
in liabilities for reserves, a gain in surplus is shown. 
The paid-in cash capital and the surplus when added 
together are called * * surplus to policyholders. ' ' 

The financial statements show the strength and 
steady growth of the United States Fidelity and Guar- 
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anty Company and its unquestioned ability to meet 
every obligation under its bonds and policies. All its 
liabilities are insurance liabilities, the greater part of 
the total being included in the reserves. The adequacy 
of the reserves is strengthened by the surplus, for if 
any investment should depreciate in value the surplus 
would make up for any deficiency. 



n 



CHAPTER 18 
Fidelity, Surety and Burglary Claims 

No enterprise will succeed unless it is well organized, 
and this is true whether it be a bank, a transportatiou 
company, a commercial house or a surety company. 

No surety company is well organized which does 
not meet in the highest degree the needs of its patrons. 

The business of a surety company is to serve the 
public, and the scope of that service is practically 
unlimited. It assists capital to expand, facilitates 
judicial proceedings, qualifies the individual to hold 
responsible positions, and in a thousand ways safe- 
guards the interests of the public. 

The surety company, however, not only assumes 
responsibilities but meets them. It guarantees under 
one form or another the fulfillment of contracts and 
obligations of every character. 

Through its underwriting departments, it shoulders 
every form of obligation, as defined and limited by 
its bonds and policies. 

Through its claim department it carries out those 
obligations. To meet fully and promptly such obliga- 
tions is the highest test of a well-organized surety 
company. Such a policy not only fulfills the purposes 
and functions of a surety company, but deserves and 
secures the confidence of the public and insures the 
permanent growth of its business. 
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In the accomplishment of this result, the well-bal- 
iced surety company has an organization of experts 
its home and branch offices and agencies, equipped 
investigate, adjust and pay claims as they develop. 
The United States Fidelity and Guaranty Company 
is an unusual organization for this purpose. That 
•ganization not only includes special claim adjusters 
id experts at its Branch Offices and agencies, but in- 
udes at each agency an attorney experienced in surety 
w, and ten thousand guaranteed attorneys, including 
le or more at each county seat in every state in the 
nion, with representatives in Alaska and other terri- 
•rial possessions and in many foreign countries. 
Through this splendid organization, the claims of 
le United States Fidelity and Guaranty Company 
:e handled. 

It is impossible within the limits of this chapter to 
ve more than an outline of the methods pursued in the 
vestigation and adjustment of claims. The following 
)ints, however, will furnish a working plan for the 
ompany's field forces when supplemented by the 
lecial instructions given in each case from the Home 
Bee. 

Contract Claims. — In many respects, contract under- 
riting is the most complex and difficult of all surety 
sks, and the same may be said of contract claim 
Ijustments. To safely pass upon a contract risk 
quires not only technical knowledge but experience, 
id in every case it is a condition and not a theory 
at confronts the underwriter. Identically the same 
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rule applies in claim adjustments. Every surety com- 
pany in its early years probably sustained many 
unnecessary contract losses, which it could have avoided 
had it realized that only a high order of technical 
knowledge and a varied experience equip an adjuster 
to handle successfully contract claims. 

Where a contractor defaults the following alterna- 
tive methods are available for the completion of the 
abandoned work : 

First. Endeavor to show the contractor himself how 
he may continue the work through financial aid from a 
third party. This is frequently done where the 
immediate trouble is solely a pressing financial need 
for payroll, etc. 

Second. Ask two or more responsible contractors 
for bids for completion, such contractors to give a 
surety bond guaranteeing completion under the terms 
of the original contract. Under this plan and the first 
plan, it frequently happens that the work can be com- 
pleted without loss. 

Third. The surety may elect not to complete and 
in that event the obligee (owner) will undertake to 
complete, and if the cost of such completion exceeds 
the amount available at the time of the default of the 
contractor the obligee will make a demand upon the 
contractor for such amount, and upon his failure to 
comply will make a demand upon the surety. 

One of the principal objections to this last method is 
that the owner is extravagant in expenditures and this 
increases unduly the cost of the work. This is done 
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aot only on private work, but in the case of public im- 
provements, where positions are sometimes created 
for political friends. It is also a fact that exorbitant 
prices are paid for material, etc. 

Fourth. The surety may elect to complete the work. 
While this method is not infrequently justified, it is 
in practice not to be adopted except under special 
conditions. Most surety companies have learned this 
lesson by sad experience. 

The reasons for not undertaking completion are 
aot diflBcult to imderstand. The surety company that 
w^ould make it a rule to take over defaulted contracts 
would shortly be in the contracting business as a side 
line, and it would have tied up in contract work a large 
amount of its fimds. A most convincing reason, how- 
ever, against the surety's becoming the contractor is 
that no organization haff ever successfully undertaken 
to do a variety of contract work. 

As indicated above, there are cases in which it would 
probably be bad judgment for the surety not to take 
over the work, as, where the work was nearly com- 
pleted, with no outstanding obligations for labor and 
material and where it appeared that the work could 
be done for the unearned portion of the contract price, 
plus the percentage retained by the obligee until the 
completion of the contract. 

Fifth. Another method sometimes adopted by the 
surety is to offer the obligee a fixed amoimt for the 
surrender of the bond for cancelation. Where there 
has been no breach of the bond by the obligee, and there 
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is a prospective loss, this is frequently an advan- 
tageous way to dispose of the particular case. 

It is needless to say that in the handling of contract 
claims the final policy to be adopted is determined by 
the Home Office, after an inspection of the work by 
the Company's engineer, and a conference held at 
which every detail of the case is considered, after all 
the facts have been collated and alternative plans fully 
discussed. 

Judicial Claims. — To discuss adequately this class of 
claims would require more space than is here avail- 
able. Considered most briefly, it may be said that such 
claims should be handled by the Company's local attor- 
ney at the point where the case arises or by an experi- 
enced special agent familiar with judicial proceedings. 

It the case of claims under bonds of so-called finan- 
cial guarantees, a settlement not infrequently involves 
only the meeting of the obligation out of collateral 
which the surety has providently procured. 

In the case of claims under fiduciary risks, a settle- 
ment frequently requires a long and carefully con- 
sidered plan of adjustment, dependent upon the facts 
of each individual case. 

Burglary Claims. — These claims present many dif- 
ficulties not understood by the layman. The adjust- 
ment involves the moral hazard, the actual ownership 
of the articles alleged to have been stolen, the value of 
the articles, the coverage of the policy and a variety of 
other details, which call for a high character of ability 
upon the part of the adjuster. It is probable that 



FIDELITY, SURETY AND BURGLARY CLAIMS 167 

in no other class of claims are the demands of the 
assured so frequently unreasonable and exacting. It 
is also a fact that in many cases the claims are 
improper, either on account of the dishonesty of the 
assured, or by reason of the fact that the article or 
articles were lost or mislaid, and not actually stolen. 
Prompt action in this class of cases is of vital impor- 
tance. 

Depository Bond Claims. — In this class of cases, the 
assured submits proof of claim through an appropriate 
certificate verifying the amount of the deposit, and 
other facts required by the bond. When the claim is 
paid by the surety, the latter is subrogated to the rights 
of the depositor and files its claim with the receiver. 
In this way it often reduces the loss by recovery in 
salvage. Many of this class of claims are settled with- 
out payment by the surety, through the reorganization 
of the bank or through its absorption. 

Fidelity Claims. — These claims are presented in a 
detailed itemized statement, verified by an affidavit of 
the assured, which statement is checked up by a repre- 
sentative of the surety company. No matter who the 
bonded person* is, an excellent rule in this class of cases, 
is to get ** the money or the man," and both if possible. 

The telegraph should be used where the amount in- 
volved justifies it. Under the terms of the policy, the 
assured must immediately notify the surety and the 
local police department. Where the local police organi- 
zation is efficient, it is frequently not necessary to em- 
ploy private detective service, especially where one of 
the Company's special representatives has immediate 
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charge of the case. In many cases, however, it is f oirnd 
desirable to employ a private detective to handle the 
case. 

Great care must be exercised in the matter of the 
institution of criminal proceedings in order to avoid 
suits for damages. The reports show in many cases 
large judgments of this character. The Company's 
representatives should not institute such proceedings 
without authority from the Home Office. As a matter 
of fact, the logical party to lay the information in such 
proceedings is the employer who alone knows the facts 
at first hand. 

Litigated Cases. — ^A surety company should con- 
stantly endeavor to reduce litigation to a minimum. 
A lawsuit is not only a bad advertisement, but is 
expensive, whatever may be the outcome. Moreover, 
the result of a lawsuit is always uncertain, no matter 
how confident counsel may be of a favorable decision. 
As a matter of fact, the last court having jurisdiction 
renders the final decision, and no one is wise enough 
to forecast what that decision will be. Notwith- 
standing these facts, litigation is in some cases inevit- 
able and unless a favorable amicable settlement can be 
made the case must be tried to a conclusion. Many 
lawsuits against surety companies do not result from 
a denial of liability upon the part of the surety, but on 
account of the nature of the obligation, as in the case 
of sheriffs, marshals and other officials. 

Salvage. — This is a most important matter, not only 
from the standpoint of the surety company, but from 




FIDELITY, SURETY AND BURGLARY CLAIMS 169 

that of the agent. As to the Company, the extent of 
the recoupment is so much added to the surplus ; it is 
a better asset than premiums because the premium 
after collection must be earned. As to the agent, its 
collection reduces by that amount his loss ratio. 

One well-defined policy alone can produce satisfac- 
tory results and that is a system which keeps in mind 
from the moment a default occurs the possibility of 
adjusting the claim without loss, or in the event of loss 
the fixed determination of recovering a whole or part of 
the loss so paid, and thus convert a liability into an 
asset if it be possible. This plan, as just indicated, 
should result in concluding adjustments without any 
loss, in a large percentage of cases, and, in those where 
losses are actually paid, a very large recovery should 
be realized. 

As stated above, the surety, after paying a loss, 
is subrogated to all of the rights of the obligee as 
against the principal, and it is by reason of this right 
that in a large percentage of instances the surety may 
enforce the right through legal proceedings. Where 
the loss is occasioned through a criminal act of the 
principal, and the surety undertakes to collect the 
amount of such loss from the defaulter, nothing should 
be done by the surety which would amount to com- 
pounding a felony. The surety may not, therefore, 
agree with the defaulter that he will not be prosecuted 
in the event he reimburses the surety. 

This system applies to losses imder every form of 
bond and all Burglary policies. 
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In contract cases, the salvage is realized from esti^ 
mates, retained percentages, sale of plant and recoup- 
ment from the contractor himself or personal indem- 
nity where it exists. 

In fidelity cases of various kinds, the character of thea 
salvage varies greatly, including cash, promissory" 
notes, interests in real property, stocks, bonds, etc. A- 
very large proportion of the salvage is collected at 
the time of settlement of the claim itself, and in con- 
tract cases the salvage is received as the work pro- 
gresses to completion. 

These results, as indicated in the opening paragraphs 
of this article, are due largely to the ability of the Com- 
pany 's Branch Office forces, agencies, guaranteed attor- 
neys, special agents and attorneys, who constitute an 
invincible organization for the salvaging of losses. 

General Procedure for Agents. — ^Immediately upon 
receipt of a notice of a claim the agent should advises 
the Home Office. If the amount involved is large anJ 
circumstances justify it, such notice should be wired, 
followed immediately by full written particulars. In 
all cases, the judgment of the agent must play an im- 
portant part, and the Home Office is largely dependent 
upon the discretion and prompt action of its agents 
for a satisfactory adjustment of a claim. 

If the notice is by wire the agent should give the num- 
ber of the bond, the name of the person bonded and the 
probable amount of the shortage, and, as stated, furnish 
full detailed particulars by mail with such recommen- 
dations as the investigation may suggest. 
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Again, if the claim is a large one and there is a prob- 
able liability upon the part of the Company, the de- 
faulter should be kept imder surveillance pending in- 
structions from the Home Office, especially if there is 
reason to believe that he intends to abscond. Should it 
appear desirable to have the defaulter arrested, care 
should be used not to do anything that would make the 
Company liable in an action for damages, and unless 
the employer will assume the responsibility for the 
arrest, the agent should wire or write for instructions, 
giving full data for the basis of an opinion from the 
Home Office. 

By reference to the Company 's bonds, it will be noted 
that the employer, as a rule, agrees to lay the informa- 
tion before the proper officers, when prosecution is to 
be instituted. 

The agent should in all cases endeavor to secure a 
settlement of the shortage by the defaulter or his 
friends, but such action should be taken without in any 
way admitting liability until a full investigation is had. 
Settlement by the defaulter can frequently be arranged 
if prompt action is taken, and the Company thus saved 
not only the payment of the amount of the claim, but 
also the expense incident to criminal prosecution. 

When legal advice is necessary the Company's at- 
torney should be consulted, and when the amount in- 
volved is large or the case a difficult one, a special agent 
will be instructed to report at once. 

A prompt and full report will greatly facilitate 
quick adjustment. To this end, an itemized statement 
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should be secured as soon as possible, giving the dates 
and the amount of the alleged misappropriations, to 
which should be attached a certificate of the correctness 
of the claim. If, upon presenting this statement to the 
defaulter he is not prepared to settle, the account should 
be checked and forwarded to the Home OflSce imme- 
diately. 

If the agent is unable immediately to reply fully to a 
communication from the Home Office, he should 
acknowledge its receipt and report the result of his 
investigation to date. This informs the Home Office 
that the agent is giving the matter his attention, saves 
additional correspondence, and relieves it of uncer- 
tainty as to whether its instructions have been received. 
In cases where the Company has paid the claim and the 
defaulter has agreed to repay the amount, the agent is 
requested to see that the agreement is carried out and 
that payments are made as provided and forwarded to 
the Home Office. 
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BUEGLAEY INSURANCE 

UNDERWRITING 

The growth of burglary insurance has been steady. 
The coverage of the various forms of policies has been 
so extended as to meet the needs of all classes of 
financial, commercial and other modem institutions, 
both public and private, as well as those of individual 
householders. As the necessity for this form of pro- 
tection becomes more and more generally recognized, 
there is a natural increase in the sale of policies. 
Hence, this line offers the active agent a constantly 
widening field for profit. 

Burglary insurance policies are standard in form 
and cover six general classes of risks: (1) Bank; (2) 
Mercantile Safe; (3) Robbery or Holdup; (4) Mercan- 
tile Open Stock; (5) Residence; (6) Miscellaneous. 

Bank iJi^A;^.— -Bank Burglary policies cover: (1) 
losses including all money and securities stolen from 
safes or vaults; (2) damages caused by burglaries or 
attempted burglaries to safes, vaults, premises, furni- 
ture and fixtures; (3) losses by robberies or daylight 
holdups. These policies cover in specific amounts 
against burglary and robbery, the total liability being 
limited by the amount of the insurance. 

Bankers generally realize the necessity for protect- 
ing money and securities against possible losses 
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through the operations of burglars or robbers. As a 
rule, the Company will not accept a bank burglary risk 
in a town with a population of less than a thousand 
unless the bank^s safe is a modem, '* burglar-proof '' 
safe. Inferior safes are, however, often insured in 
smaller towns when there are additional safeguards, 
such as burglar alarms, '* burglar-proof '' vaults or 
watchmen. 

It is necessary in soliciting bank burglary business 
to secure a description of the safe and vault equip- 
ment. Blanks are furnished for this purpose. They 
provide valuable information regarding safe and vault 
construction which should be of assistance to the bank 
and the agent in filling out an application. 

On Bank Burglary policies a flat charge per $1,000 is 
made for burglary coverage based on the character of 
the safe or vault. Discounts are made for location, pop- 
ulation, burglar alarms, watchmen and for restriction 
of insurance to securities only. An additional charge is 
made for robbery coverage. 

Mercantile Safe Risks. — Mercantile Safe policies 
cover: (1) losses of money or valuables from safes 
in offices, stores and factories; (2) damages to safes, 
premises, furniture and fixtures caused by burglars. 

Mercantile Safe policies are issued to business and 
professional men who have safes in which they keep 
money or valuables of any character. Liability under 
these policies is restricted to losses after the safes 
have been entered by means of tools or explosives, 
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An entry to the safe effected by the manipulation of 
the combination lock would not be covered. 

This line should prove attractive to the agent because 
of the large number of safes in use and also because 
these policies may be issued for a small minimum 
premium. Almost every business man has a safe and 
while he may keep little money in it he should be 
interested in a policy which will protect him against 
loss if the safe is attacked. Attacks upon a safe are 
certain to cause considerable damage to the safe, prem- 
ises, furniture and fixtures, and the wise business man 
will provide against such a contingency. 

The construction of safes and vaults must always 
be described in applications for Mercantile Safe poli- 
cies. This description must include the name of the 
maker, the number and style, whether ' ' burglar-proof ' ^ 
chests are contained therein, and the thickness of steel 
of each door. A fireproof safe is usually an iron shell 
filled with concrete. A ^^ burglar-proof ^^ safe must 
have steel walls at least one inch thick and the doors 
must be of steel at least one and one-half inches thick. 
Mercantile Safe risks in towns with a population of less 
than one thousand, or in larger towns if located in rail- 
road stations, car bams, post offices, motion picture 
establishments or theaters, must not be accepted unless 
authority is granted by the Home Office. 

Premium rates on Mercantile Safe risks are based 
upon the type of safe in use by the assured. 

Robbery or '' Holdup '' Risks. — ^Robbery insurance 
policies cover: (1) losses resulting from the holdup of 
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messengers and paymasters on the street or elsewhere 
and the taking of money and securities in their charge; 
(2) losses resulting from robbers entering the premises 
of the assured and forcibly abstracting valuables or 
forcibly compelling the assured to hand over money or 
valuables. 

The Company issues two forms of Robbery insurance 
policies — Outside Robbery and Interior Robbery. 

The Paymaster and Messenger Robbery (Outside 
Robbery) policies cover losses resulting from pay- 
masters and messengers being held up on the street or 
elsewhere and robbed of money and securities which 
they are conveying to or from banks or other places. 
They cover paymasters who may be conveying money to 
lumber camps, mines, quarries, railway or highway con- 
struction camps, or other points where employes are 
to be paid off. Paymaster and Messenger Robbery 
policies are issued to banks, merchants, manufacturing 
a,nd mining concerns. An Interior Robbery policy may 
be issued to a person who carries an Outside Robbery 
policy. 

Interior Robbery policies cover losses resulting from 
robbers entering the business house or office of the as- 
sured and forcibly abstracting money or valuables 
therefrom in the presence of the assured or his em- 
ployes, or resulting from the hold-up of the assured or 
his employes and, compelling them to hand over money 
or valuables. Interior robbery is covered under the 
ordinary Bank Burglary policies. Hence, few banks 
require this special form of policy as a separate 
coverage. 
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Mercantile Open Stock Risks. — Mercantile Open 
Stock policies cover losses of goods stolen from lofts, 
stores, show-windows or warehouses of the assured, 
and require for the establishment of a valid claim 
visible marks of forcible entry. 

These policies are confined entirely to losses by bur- 
glaries after violent and forcible entry into the 
premises. Under this form of policy the Company is 
not liable for losses occasioned by theft, robberies or 
shoplifting. Only risks of good mercantile standing 
are desired under this classification, and preferably 
only those rated either first or second credit by mercan- 
tile agencies. If the applicant is just starting in busi- 
ness or has no rating, the agent must secure such 
information as will enable the Home Office to pass 
upon the risk. 

Experience shows that this line is most hazardous. 
Bisks of this kind will not be accepted unless both the 
physical and moral hazard is first class. 

Inspections must be made and a report blank must 
be filled out in detail on all Mercantile Open Stock 
risks before binders or policies are issued. In cases 
where the physical protection is not strong, the prem- 
ises must be improved when possible. There are many 
safety devices on the market. Instructions in connec- 
tion with these devices will be found on the back of the 
inspection report blanks. 

The liability of the company under Mercantile Open 
Stock policies is limited to the cash market value of 
the goods at the time of the burglary. Loss or damage 
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by fire is not included. The Company is not liable 
when the loss cannot be determined from the books or 
accounts of the assured, or when losses occur while the 
premises are regularly open for business. 

Rates upon Mercantile Open Stock risks are divided 
into five groups and depend upon the character of the 
stock to be insured. 

While the Company has no regular prohibited list 
of Mercantile Open Stock risks, certain classes, such 
as manufacturers of and dealers in silks, furriers, 
or men 's furnishings, haberdashers, dyers and cleaners, 
automobile and tire dealers, garages, second-hand 
stores, sweat shops, tailor shops, coat and skirt makers, 
cigar-makers, cigar stores, country stores in villages 
where there is no adequate police protection, saloons, 
pool rooms, drug stores open after midnight, boot and 
shoe stores, and all trades carried on in living rooms or 
apartments are of an extra-hazardous nature and the 
applications must be submitted to the Home OfiBce. 

Residence Risks. — ^Residence Burglary policies 
cover the contents of private dwellings, apartment 
houses, flats and apartment hotels. They are divided 
into two classes, covering: (1) losses resulting from 
burglaries only, which require visible marks that for- 
cible and violent entrance was made into the premises 
covered; (2) losses resulting from burglaries, thefts 
and larceny, including losses resulting from thefts by 
domestic servants and sneak thieves. Damage to fur- 
niture, fixtures, and premises is covered by these poli- 
cies. They are issued only to persons of unquestioned 
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integrity and are in the nature of Fidelity bonds upon 
servants and other employes. The desirability of the 
risk is determined more by the general reputation of the 
applicant than by his financial standing. 

Private residence and elevator apartment house bur- 
glary risks located in neighborhoods known to the agent 
to be desirable are accepted without an inspection of 
the premises. Flat houses must be inspected before 
the risks are accepted because the possibilities of gain- 
ing an entrance are greater than in private residences 
or in elevator apartment houses. Policies for transient 
hotels must not be written except when authorized by 
the Home Office. Gambling houses, disorderly houses 
and boarding houses are prohibited. 

Premiums on Residence Burglary policies are based 
on a given rate for each $100 of insurance and the 
rates are regulated according to the territory in which 
the risks are located. The Company's liability upon 
any one article stolen, exclusive of money, is limited 
only by the amount of the policy. 

Residence Burglary-Theft-Larceny policies cover 
the families of the assured as well as the assured. 
They permit four months' non-occupancy without 
notice to the Company, but this period may be extended 
by endorsement and the payment of an additional 
premium. This is a particularly valuable provision 
when the assured is absent from home for the summer 
or at any other time. Coverage on jewelry, however, is 
limited to $100 if the premises are unoccupied for 
more than eighty-four consecutive hours. The mini- 
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mum Residence Burglary policy is for $300 and the 
maximum coverage is unlimited. 

Miscellaneous Risks. — ^Burglary policies on miscel- 
laneous risks cover all burglary or robbery risks not 
classified above. They include, also, combination poli- 
cies of every description. As special riders, and 
special forms and rates are usually required for poli- 
cies of this kind, the agent should send every such 
application to the Home OflSce, presenting all factors 
surrounding the risk. 

General Considerations. — The moral hazard is the 
main factor in passing upon the desirability of a bur- 
glary risk. The moral hazard is much greater than 
in fire insurance and the agent should scrutinize care- 
fully all moral qualifications. In large cities, for 
instance, applications should not be taken in localities 
which are inhabited mainly by the lower classes of 
foreign-bom, or in districts where second-hand stores, 
junk shops, low-class saloons and pool or billiard rooms 
predominate. All risks are accepted where the moral 
hazard is good and where the proper precautions are 
taken. 

When the volume of business justifies, the agent will 
be equipped with blank Burglary insurance policies 
to be written at his office. Otherwise, all policies are 
executed at the Home Office. All Burglary insurance 
agents are supplied with the proper blank forms of 
every kind. Policy-writing agents should be careful in 
filling out the forms. Every question should be 
answered because there are good reasons for all 
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information requested. In describing the floors on 
which the premises are located use the term ^^ grade 
floor *' for the floor level with the street and ^' first 
floor ^ ' for the floor reached by a flight of steps. 

The United States Fidelity and Guaranty Company 
was the first company to incorporate an arbitration 
clause in its policy giving the assured the option of 
arbitrating in case of a dispute as to the amount of 
loss. Under other policies the assured can only litigate 
in case of a dispute. 

Burglary insurance policies may be issued for one 
year or for three years (except Mercantile Open Stock 
policies which are to be written for a term of one year 
only). Under a three-year contract a considerable 
reduction in premium is made. 

With a few exceptions the Company renews all 
Burglary insurance policies by means of continuation 
certificates. All renewals must be reported to the 
Home Office, so that the agent 's account may be charged 
with the premiums. 

Where renewal policies are issued by the agent, daily 
reports should be sent to the Home Office just as if 
the risks were new. These reports should contain all 
information shown in the policies. 

When changes are to be made in the amount of insur- 
ance, premium rate, change of location, etc., the 
agent must never alter the policy. If the agent be a 
non-policy-writing agent, he should report the desired 
changes to the Home Office or Branch Office and the 
proper forms of endorsement will be forwarded; if a 
policy-writing agent, he should execute and attach the 
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proper endorsements, sending carbon copies to the 
Home OflSce. 

Should a policy be spoiled in issuing, it should be 
returned immediately to the Home Office, so that the 
agent's account may be properly credited. If a policy 
is to be canceled, it must be returned to the Home 
Office with advices showing date of and reason 
for cancelation, and the amount of return premium 
allowed. When a policy is canceled by the Company, 
a return premium calculated upon the pro rata basis 
will be allowed the assured. If canceled by the 
assured, a return premium is computed according to 
the short rate table. If a renewal certificate has been 
issued, the renewal certificate then in effect must be 
returned when the risk has been canceled. 

When losses are reported or claims made under 
Burglary piolicies, the agent must notify the Surety 
Claim department at the Home Office or his Branch 
Office, if it has authority to handle such claims, giving 
the name of the assured, number of the policy, esti- 
mate of loss, and all other facts concerning the claim. 
If the loss is in excess of $1,000 or in any way unusual, 
the notice should first be sent by wire. The agent 
should ascertain if the police authorities have been 
notified of the loss by the assured. Careful examina- 
tion of the premises should be made by the agent who 
should look especially for visible marks of forcible or 
violent entry, in case the assured claims indemnity for 
damages to the premises. Note especially the general 
appearance of the premises and write the Home Office 
or Branch Office immediately full and comprehensive 
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accounts of the results of such investigations. A 
Proof of Loss form should not be presented to the 
assured until the agent is so instructed by the Home 
Office. 

Check Alteration Forgery Policy. — In connection 
with burglary insurance business, the Company also 
writes Check Alteration Forgery policies. These poli- 
cies protect the assured not only against losses caused 
by the felonious alteration of the amounts, dates, num- 
bers or names of the payee of any check or draft, but 
also against all losses to the assured or the assured 's 
bank on account of the forgery of the name of the 
assured as maker or endorser of the check. There is 
obviously a need for this form of protection since many 
business houses endeavor by the use of check writing 
and check protectograph machines to protect them- 
selves against loss. A further evidence of the wisdom 
of this form of protection lies in the fact that a number 
of check protectograph companies are offering to the 
purchaser of each machine an Alteration Check Draft 
Indemnity policy issued by some company writing 
Burglary insurance. The special form of the policy 
offered by the check protectograph companies to 
increase the sales of their machine does not cover loss 
to the assured or the assured 's bank on account of the 
forgery of the name of the assured. 

DEVELOPMENT 

Every bank and practically every commercial, pub- 
lic and private institution has a safe or vault, pos- 
sibly both, in which money, valuables and important 
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papers are kept. Large financial and mercantile con- 
cerns employ messengers to whom are often entrusted 
the carrying of funds and valuable papers. Manufac- 
turing and construction concerns have paymasters who 
handle large amounts of cash. Merchants carry large 
stocks of goods in their stores and warehouses. In 
the homes of many are jewels, silverware, heirlooms 
and other articles of value. 

All of these should have ample protection against 
burglars, robbers, dishonest servants and thieves. The 
visits of these are more frequent than fires, while the 
losses they cause total many millions of dollars annu- 
ally. Insurance against burglars, robbers, thieves and 
dishonest servants is as necessary as protection against 
fires. Therefore, the various forms of Burglary insur- 
ance policies written by the Company offer profitable 
opportunities for the active solicitor. 

Every man wants to protect his business, his home, 
and those dependent upon hrm. If the agent can show 
that he offers a policy which provides the proper safe- 
guards he will obtain the prospect's application. The 
development of Burglary insurance business consists 
in convincing business men and householders that our 
policy provides protection against burglary, robbery, 
larceny and petty thefts. 

Man's ingenuity has never invented an absolutely 
' ' burglar-proof ' ' safe or vault, but prospects should 
be impressed with the fact that man has provided for 
the owners of safes and vaults complete protection 
against losses caused by burglars. 
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The same is true as to private residences, for even 
though few valuables are kept in the house burglars 
may cause considerable damage to the premises. The 
protection the Company offers to householders against 
the losses due to dishonest domestic servants and sneak 
thieves is also a strong argument in favor of Residence 
burglary insurance. 

The agent's opportunity to write Paymaster and 
Messenger and Interior Robbery or Holdup policies for 
institutions which handle large sums of money is fre- 
quent ; for, even if ^ ' yeggs ' ' do not get in their work at 
night, bank or commercial officials or their messengers 
may be held up and robbed by day. Press dispatches 
report many daylight holdups in which large sums of 
money are stolen. In these days of automobile ban- 
dits escape is comparatively easy and recovery con- 
sequently all the more doubtful. 

As a preliminary step in the systematic development 
of Bank Burglary and Robbery or Holdup insurance 
business, it is especially desirable that the agent visit 
promptly the banks in his territory, securing a descrip- 
tion of the safe and vault equipments in use in each. 
This information should be forwarded promptly to the 
Burglary department on blanks provided for this pur- 
pose. Upon receipt of this information, the Home 
Office will advise the agent whether the prospective 
risks are desirable and, if desirable, quote rates 
to be used in soliciting the business. By forwarding 
such advance information, the agent can avoid the 
embarrassment of soliciting business which might be 
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declined by the Home Office. When it is found that a 
bank carries Burglary insurance with another com- 
pany, the agent should secure the expiration date of 
the policy in force, even if the bank does not contem- 
plate a change, together with the description of the 
equipment, and forward all information to the Home 
Office, so that it can be placed in the prospect file of 
the Burglary department and the matter taken up with 
the agent at the proper time. 

When a store or office is equipped with a safe, the 
inference is that money or merchandise of value is kept 
therein. Consequently, all safes are especially sus- 
ceptible to attacks by burglars. Night watchmen, bur- 
glar alarms and other precautionary measures are 
good so far as they go, but they do not deter expert 
burglars or pay for the losses caused by '^ yeggmen." 
Such measures are also expensive. Precaution sug- 
gests protection. Burglary insurance is inexpensive 
and affords absolute protection. The prospect will 
often argue that he cannot afford to pay the premiums. 
If he cannot afford to pay the small premium for pro- 
tection he certainly cannot afford the loss which 
burglars would cause to him. 

In soliciting both Bank and Mercantile Safe insur- 
ance, the protection against damage to safes, vaults, 
premises, furniture, and fixtures which all policies pro- 
vide should be emphasized. If the prospect claims he 
keeps nothing of value in his safe, it should be pointed 
out to him that this is not known to the burglar; that 
the damage caused by the burglar may easily amount 
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to $100, $150, or more, and that he can be fully pro- 
tected against this loss for a moderate premium. 

The character of protection afforded by the Com- 
pany 's Robbery or Holdup policies shows that all busi- 
less concerns need this class of insurance. 

All mercantile and manufacturing concerns which 
lave payrolls or which send messengers to banks, 
as well as those premises which may be entered dur- 
ing the day and money or valuables secured from the 
cashier or other persons by force or threats, are pros- 
pects. The same applies to banks. It is only neces- 
sary to read the daily papers to know the frequency 
of daylight robberies and holdups. The business 
man feels much more comfortable if he knows that 
he will be indemnified should his messenger or pay- 
master be robbed. City messengers are in the same 
danger, for statistics prove that robberies and holdups 
are as frequent in cities as they are in the outskirts or 
in isolated places. Danger exists also in the business 
man's office where the manager or cashier often has 
large sums of money on hand. 

For a few dollars each year, the agent can sell house- 
holders protection against the loss of cash, important 
papers, valuables and other property, and can pro- 
vide protection against dishonest domestic servants 
and sneak thieves. He can also include damages to 
furniture, fixtures and premises caused by burglary. 

Residence Burglary policies enable the agent to 
offer protection to those who have a comparatively 
small amount of household and personal effects and 
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are not interested in large policies, as well as to those 
who are more liberally endowed with worldly goods 
and have much valuable property to protect. For the 
benefit of the former class of prospects, the Company 
writes co-insurance policies in amounts as small as 
$300. These are the simplest and most liberal of 
their kind on the market today. They are designed 
to meet the needs of all classes of citizens. This shows 
the extent of the field for this class of protection. The 
agent who inaugurates a systematic, energetic, persis- 
tent campaign will be able to prove to the people of his 
community the necessity for protecting their residences 
and the contents against burglary, theft and larceny as 
against fire. 

Eesidences are especially liable to attacks by bur- 
glars through the ease with which an entrance may 
be eflfected. An effort may be made to prevent these 
by locking doors and windows, but such efforts do not 
•cover losses when attacks are made. 

Eobbery and Holdup insurance on payrolls affords 
protection from the time the money or securities are 
received by the paymaster until paid out to employes 
or others. 



PART III 

CASUALTY INSURANCE POLICIES 
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CHAPTER 1 

Casualty Insubancb 

• 

Casualty insurance policies provide protection 
against financial losses resulting from accidental in- 
jury or death. This fact indicates the almost unlimited 
possibilities oflfered the aggressive agent who under- 
takes to sell these policies. 

Every citizen, every firm, every corporation, every 
institution, private or public, is a prospect for one or 
more casualty policies. All employers of labor, the 
owners or tenants of property, lessees of public halls 
and theaters, owners of automobiles, operators of ele- 
vators, individuals, whether engaged in business or 
not, are prospects for the casualty agent, who has 
insurance forms providing for the needs of each class. 
Hence, the casualty insurance agent is never at a loss 
for profitable work. 

Before undertaking to develop business the agent 
must familiarize himself thoroughly with the principles 
of casualty insurance and with the selling points of the 
Company's policies. A careful study of policy forms 
is essential. No saleman can sell goods with which 
he is unfamiliar. He should acquaint himself also with 
the policies of other companies in order to fortify him- 
self with arguments to meet competition. He will 
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then profit from the sale of these lines if he is energetic 
and persistent in the personal solicitation of all desir- 
able prospects. 

In the following chapters each casualty line handled 
by the Company is considered. These branches of in- 
surance are subject in essential features to so many 
different state laws, and vary so widely in their under- 
writing provisions, that no effort has been made more 
than to outline the fundamental principles involved. 
Each policy has its individual conditions and the pur- 
pose of this chapter is to give the agent a working 
basis for the development of casualty lines. The forms 
of protection provided are, therefore, discussed in more 
or less general terms. 

Liability insurance policies are contracts to indem- 
nify the person, firm or corporation known as the 
assured against loss from the liability imposed by law 
for damages on account of bodily injuries or death. 
These policies may assume the form of (1) liability 
to an employe or employes during the course of 
employment in states where a workmen's compensa- 
tion act is not in effect ; (2) liability to the general pub- 
lic as the result of an accident. The policy term is 
usually for one year. 

They further provide for legal defense in the 
name and on behalf of the assured in any suit 
brought against him to enforce a claim, whether 
groundless or not, and for damages on account of 
bodily injuries or death suffered or alleged to have 
been suffered throujsrh the negligence of the assured. 
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Policies are usually limited to $5,000 for any one 
person injured in a single accident, and $10,000 when 
two or more are injured in a single accident. When 
these limits are increased, additional premiums are 
charged. 

A study of court decisions shows the importance of 
careful attention to the preparation of applications. In 
some states the courts have held that a statement made 
in a policy constitutes a warranty. Under such cir- 
cumstances a false statement, even though made by 
the assured in good faith and without intention to 
defraud, prevents recovery under the policy. 

The agent must exercise great care in answering 
each question on the Company's application blanks, 
because courts have held that, when an applicant 
answers questions truthfully and the agent, intention- 
ally or through error, inserts false answers, the applica- 
tion is binding upon the Company and misrepresenta- 
tion cannot be alleged as a defense. 

The agent must follow the instructions of the Com- 
pany carefully. Prompt attention must be given to 
cancelations, because courts have held that the agent 
who through inattention allows a policy to remain in 
force after having instructions from his company to 
cancel, is financially responsible for any losses occur- 
ring under the policy. The agent, therefore, should 
cancel a policy immediately when so instructed by the 
Company. 

The agent is responsible for the collection of premi- 
ums. "When a policy is canceled before expiration, the 
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agent is liable for the return to the Company of a pro- 
portionate part of the commission. 

In preparing applications for policies the following 
information is essential and must be given: the full 
name and address of the applicant ; whether the appli- 
cant is an individual, co-partnership, corporation, re- 
ceiver, trustee or assignee ; the nature of the work or 
business in which the applicant is engaged; the place 
where the work is to be done; or the location of the 
factory, shop or yard; whether or not the applicant 
uses high pressure or power boilers, with the number 
of the same, and whether they are inspected by state, 
municipal, or insurance inspectors. All other ques- 
tions in the schedule of statements should be carefully 
and accurately answered. The primary duty of the 
agent is the prevention of losses rather than the pay- 
ment of the indemnity for which provision is made. 

As a rule, the agent will find merchants, manufac- 
turers, contractors and others willing to entertain his 
proposition, because they fully realize the necessity 
for the protection provided. The agent will also find 
that many of these men themselves are well posted on 
the subject. This shows the necessity for study and 
preparation on the part of the agent. 

Because of their contingent liability, partnerships 
can be impressed with a proposition for an equitable 
distribution of losses. Statutes in various states per- 
mit the filing of damage suits within two to four years 
after an accident happens, and unless a policy provides 
protection, the surviving partner may find himself 
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called upon to defend a suit years after the dissolution 
of the partnership and distribution of the profits. This 
is a strong soliciting point. 

Statutes vary and it is well for the agent to familiar- 
ize himself with the laws in his own state. In general, 
all laws fix the responsibility and place the burden 
definitely upon the employers of labor. They require 
employers to provide safe places for their em- 
ployes to work in and to use reasonable care and 
appliances to keep these places in proper condition. 
They must provide adequate safeguards in their ma- 
chinery rooms and must take precautions to prevent 
employes from assuming unnecessary risks. If em- 
ployers do not exercise reasonable care, employes are 
liable to injury. If they do not provide adequate safe- 
guards, they are liable for damages when employes 
are injured. The responsibility for such injuries can- 
not be delegated to foremen or superintendents. Em- 
ployers of minors and foreigners are subject to greater 
likelihood of damage suits and of adverse court rulings. 

General Liability aflfords a particularly wide field. 
All department stores need this form of insurance, 
because injuries to customers are frequent and una- 
voidable, even under the most careful management. 
The slight mishaps are sometimes made the basis for 
damage suits, and such actions in court may prove ex- 
pensive to the owners. 

Storekeepers who invite the public to their places of 
business for the purpose of trade must exercise care 
in keeping the premises safe, and when a customer or 
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other person is accidentally injured on the premises 
by reason of negligence on the part of the storekeeper 
a suit for damages may result. If a passerby is 
injured by a projection or obstruction, a falling shut- 
ter or brick, or in any other way, the owners of the 
premises are liable for damages. When a servant 
shovels snow or ice from a building, the owners assume 
responsibility for any injuries which may occur to 
passing pedestrians. 

Alleged careless construction and negligence form 
the foundation for many suits and frequently 
result in the award of damages. Accidents are often 
caused by coal holes in the sidewalks, by a falling cor- 
nice, or by faulty construction. Court cases provide 
ample arguments for convincing property owners of 
their responsibility and the necessity for protection 
against suits and judgments for damages. 

Owners and lessees of theaters are held responsible 
for the safety of their patrons and accidents upon the 
premises subject them to the liability of damage suits. 

Causes for claims for damages caused by accidents 
might be multiplied indefinitely. Those mentioned 
give the agent an idea of the many reasons why 
casualty insurance in its various forms is necessary 
to every business man and property-owner. The 
agent should bear in mind the fact that casualty con- 
tracts provide for indemnity against the liability 
imposed by law. It is a necessary protection. 

The agent should impress upon the assured the 
necessity for reporting to the Company each accident, 
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no matter how small. Should suits be filed years after 
an accident occurs, it would be difficult to secure the 
names of witnesses and to investigate the circum- 
stances connected with the claim. 



CHAPTER 2 
Accident and Health Insurance 

The economic value of Accident and Health insur- 
ance seems to be disregarded by many, yet no line of 
insurance is more essential. No prudent man allows 
his home, goods and chattels to remain unprotected 
against loss by fire, although personal property may 
be replaced. Time, man's chief asset, cannot be 
replaced and when lost as the result of an accident or 
illness it is principally through Accident and Health 
insurance that recompense may be obtained. 

As showing the value of disability insurance, the 
late George Hatch, editor of Insurance Age, said : 

Out of 20,000,000 cases of disability of various kinds 
that occur every year in the United States, 200,000 or 
only one per cent, are fatal. This means that life 
insurance covers one per cent, of the disability which 
impoverishes the people of the United States every 
year, and that accident and health insurance covers 
99 per cent, of that disability. 

It is a matter of record that in the United States 
twenty-one persons are accidentally injured and one 
person accidentally killed every minute. One out of 
every ten deaths is due to accidental injury. 

The average present day Accident and Health policies 
issued to business and professional men provide for 
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payment on account of accidental bodily injuries as 
follows : 

For loss of life, the principal sum or face of the 
policy; for loss of one or two limbs or eyes, fixed or 
specific indemnities and, in addition, weekly indemnity 
from date of injury to date of loss; for continuous 
and total disability, as long as such disability lasts, 
weekly indemnity; for partial disability, preventing 
the insured from performing one or more important 
daily duties pertaining to his occupation, one-half of 
the total weekly indemnity (the payment of partial dis- 
ability is usually limited to from twenty-six to fifty- 
two weeks) ; for specific fractures and dislocations, 
optional indemnities which may be taken in lieu of 
weekly indemnities. 

All of the foregoing indemnities are doubled if the 
injury is sustained while the assured is in a passenger 
elevator, in or on a public conveyance provided by a 
common carrier for passenger service, or if the injury 
results from the burning of a building, the explosion 
of a steam boiler, a tornado or a stroke of lightning. 
Surgeon's fees are paid for specified operations. Hos- 
pital fees, limited to a certain proportion of the weekly 
indemnity, are also paid. Provision is made for identi- 
fication indemnity. 

Disability policies include the accident coverage 
described above, specific indemnities for blindness, par- 
alysis, or insanity caused by sickness or disease, and 
weekly indemnities for total disability. A distinction 
is usually made between a disability that necessitates 
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house confinement and that which does not. For the 
latter, one-half of the total weekly indemnity is 
allowed. 

The above description applies to Accident or Dis- 
ability policies which are carried by a majority of 
professional and business men. Other forms are 
issued at larger or smaller premium rates for an addi- 
tional or restricted coverage. For instance, the 
Company issues Tourist Special Accident policies, 
which sell for $5 per year and provide indemnities 
ranging from $250 for loss of a finger to $5000 for loss 
of life, two limbs, or sight of both eyes and caused by 
injury sustained in or on elevators, railway passenger 
cars, or passenger vessels, or by being struck by rail- 
way cars. 

With the exception of the cash consideration repre- 
sented by the premiums, the contract entered into 
between applicants for Accident and Health policies 
and the Company is based solely upon the applica- 
tions. The statements contained therein usually con- 
stitute all the knowledge the Company has of the 
assured. Physical examinations are requested only in 
rare instances. Hence, it is extremely important for 
the agent to obtain complete statements in reply to all 
questions or affirmations in the applications. He 
should read these to the applicant and require him 
to sign the completed forms. Signed applications are 
required by law in a majority of states. 

The full name of the applicant ; the date and place of 
his birth; his height, weight, residence and business 
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address are required in every application. The 
nature of the applicant's business or occupation and 
the definite nature of all his duties should be described 
in the exact phraseology used in the Manual of Classi- 
fication of Occupations and Exposures for Accident 
Insurance. For example, it is not sufficient to describe 
an applicant as an '^ automobile salesman," because 
reference to the Manual will show that there are sev- 
eral classifications of risks for those employed in the 
automobile business, these classifications depending 
upon the specific duties the applicant performs. 

The beneficiary should be designated in the applica- 
tion by the f uU name, and the relationship of the bene- 
ficiary to the assured should be stated. It is not suffi- 
cient to name **Mr8. John Smith " as the beneficiary. 
There may be two Mrs. John Smiths, mother and wife, 
or a divorced and a present wife, which fact might 
cause complications in the event of a death claim. Say 
* * Mary A. Smith, wife, ' ' giving her age and residence. 

It is necessary to know the amount of other insur- 
ance carried by the applicant in order to guard against 
over-insurance. In no event should the total of weekly 
indemnities under all policies carried or applied for 
exceed four-fifths of the income derived by the appli- 
cant from his occupation. 

It is also important to know whether the applicant 
has been declined or had a policy canceled by any life 
or by another accident insurance company. All former 
indemnities received should be stated, together with 
the nature of the disability for which claims were 



206 FIDELITY, SURETY AND CASUALTY 

made. If the applicant has ever had a policy canceled ; 
if he has ever been rejected by another company; if 
he has suffered the loss of a limb or an eye ; or if he 
is in any way crippled, deformed or maimed, no policy 
should be issued. Frequently, a person who has lost 
an eye or a hand may be insured, but in such a case 
the policy must be so endorsed and an additional 
premium charged. The applicant's past medical and 
surgical history must be set forth fully. This may dis- 
close illness or disease of a nature sufficiently serious 
to impair the risk and prohibit the issuance of a policy. 
A complete history of the case should be sent to the 
Home Office for consideration. 

In judging the probable acceptability of an appli- 
cant, the agent should remember that the Company 
accepts for Accident and Health insurance only those 
persons whose occupations classify them as ** Select,*' 
^^ Preferred," ^ * Extra-Preferred, " or '' Ordinary." 
Policies are rarely issued to persons classified as 
* ' Medium. ' ' Policies are never issued to those classed 
** Special," '* Hazardous," or higher. 

The following list of diseases will serve as a partial 
guide for the agent in soliciting applications for Acci- 
dent and Health insurance : 

An applicant giving a history or showing evidence 
of any of the following diseases should be declined for 
either Accident or Health insurance: heart disease. 
Bright 's disease, paralysis, epilepsy, alcoholism, tuber- 
culosis, cirrhosis of the liver, diabetes, brain trouble, 
vertigo, apoplexy, asthma, cancer and varicose veins. 
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For an applicant giving a history or showing evi- 
dence of more than one attack of any of the following 
diseases, a waiver shonld be obtained, subject to inves- 
tigation of each individual case: pleurisy, la grippe, 
pneumonia, bronchitis, laryngitis and tonsilitis. 

For an applicant giving a history or showing evi- 
dence of any of the following diseases a waiver should 
be obtained, subject to investigation of each individual 
case: renal calculus, varicocele, hay fever, rheuma- 
tism, cystitis, fistula, hepatitis, hemorrhoids, appendi- 
citis, peritonitis, typhlitis, if without operation, hernia 
and erysipelas. 

A waiver is a form of rider accepted by the assured, 
by signature, exempting the Company from liability in 
the event the assured sustains disability from the par- 
ticular condition or disease given in the waiver. 

Before issuing any policy or sending any applica- 
tion to the Home Office, the agent should endeavor to 
satisfy himself that all statements are correct and 
complete and that the risk is desirable physically, 
financially, and morally. Bear in mind that the Com- 
pany is just as desirous of business as the agent, and 
only rejects or cancels a risk when it would be unsafe 
to carry it. 

Accident and Health policies should be sold, when- 
ever possible, on an annual premium basis. This mini- 
mizes the work of collecting premiums and the chances 
of loss. It also guards against speculative insur- 
ance. When absolutely necessary, semi-annual pre- 
miums may be accepted. When business is written for 



208 FIDELTTT, SURETY AKD CASUALTY 

a term of three months only, obviously to cover a special 
journey or vacation hazard, with little likelihood of 
renewal, a short rate premium such as is applied in fire 
insurance should be charged. 

Renewal vouchers for all policies are prepared at 
the Home Office and are sent to the agent at least thirty 
days before the expiration date. 

Accident and Disability policies sometimes must be 
canceled, as, for example, in the event of the non-pay- 
ment of premiums, physical impairment or other 
causes. Cancelation for the non-payment of premium 
may be effected by forwarding through registered 
mail the following form of letter to the policyholder: 

On account of non-payment of premium, you are 
hereby notified of the cancelation, as of this day and 
date, of your United States Fidelity and Cruaranty 

Company's Accident (or Disability) Policy No. 

and current renewal (if any), and of the termination 

of all liability thereunder. 

We are enclosing herewith bill for earned premium 
to date, for which we would thank you to remit check 
to cover. 

Yours very truly. 

United States Fidelity & Guabanty Compaity. 

Per 
Copy of the above letter, together with postoffice regis- 
try card, should be sent to the Home Office. 

When the assured has paid his premium for the 
full term of the policy and the Company requests can- 
celation on account of physical impairment or other 
cause, the assured is entitled to a pro rata refund of the 
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Tineamed premium. If this, for any reason, cannot be 
paid to him personally and the policy taken up, can- 
celation may be effected by registered notice, accom- 
panied by check for the return premium. Credit for 
this amount, less conunission, may be taken by the 
agent in his next report to the Company. 

Accident and Health premiums are based on 
the principal sum and weekly indemnity for which 
the policies provide, and policies may be issued for any 
desired amount within the Company's prescribed 
limits. They are also based on the classification or 
occupation, age, etc., of the person insured. Each pro- 
fession, business, or occupation is grouped according 
to its hazards and the rates fixed accordingly. The 
Manual of Classifications of Occupations and Ex- 
posures for Accident Insurance gives full details on 
these points. 
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CHAPTER 3 

Automobile Liability Poucibs 

The increase in the number of motor vehicles through- 
out the country has added materially to traflSc hazards. 
Automobiles are now so generally used for both pleas- 
ure and business purposes that a horse-drawn vehicle 
is the exception. This fact multiplies the demand for 
ample protection against the hazards which attend the 
operation of an automobile. It is to protect the 
assured against these hazards that Automobile Lia- 
bility insurance is provided. 

The hazards under which automobile users operate 
their cars may be generally stated as follows: (1) in- 
jury to persons other than the assured who may be in 
the car or who may be on or about the highways or 
places where the car is used; this is called ** Public 
Liability "; (2) damage to the property of others than 
the assured caused by the assured 's automobile; this is 
known as *' Property Damage '*; (3) the value of the 
service of the damaged property lost to the owner as 
the result of an accident; this is known as ** Loss of 
Use "; (4) damage to the automobile of the assured 
through accidental impact with other objects; this is 
called '* Collision *' ; (5) a contingent hazard of expense 
to which an owner may be subjected in defending un- 
righteous as well as righteous claims and made in ren- 
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dering first aid to those who may be injured or in car- 
ing for damaged property. 

Policies are written to cover Public Liability alone 
and any of the other features can be added by endorse- 
ments upon the policies. The coverages mentioned in 
the above general terms are in the policies issued, 
limited of course to specific terms of time, to aggre- 
gate amounts and to definite uses of the automobiles. 

No Automobile insurance policy is written for a 
term of more than one year. Policies are written for 
less than one year on a short rate basis. Garage risks 
operated for a definite period less than one year may 
be covered at a pro rata premium. 

No policies may be suspended. When policies are 
canceled at the request of the assured, return premi- 
ums are computed upon a short rate basis, except 
(a) if a new policy covering another car is written in 
the Company to become effective within thirty days 
from the date of cancelation; or (b) if the insured 
car is sold, stolen or destroyed by fire or collision, in 
which case pro rata cancelation is allowed. 

Automobile policies may be canceled by the Com- 
pany at any time by written notice to the assured stat- 
ing when the cancelation shall take effect. On each 
cancelation the pro rata unearned portion of the prem- 
ium shall be returned to the assured. 

All Automobile policies must include warranties as 
to the address of the assured and the town in which 
the automobile will be principally maintained, garaged, 
and used, the rate being based on the higher classi- 
fications. 
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The essential features of the insurance clauses of 
Automobile Liability policies are: (1) to indemnify 
the assured to the limits of the policy for the liability 
the law imposes; (2) to defend against suits at the 
Company's cost; (3) to pay expenses, interest and 
costs connected with any such suit, irrespective of the 
policy 's limits, which means that if a judgment of $5,000 
is obtained against an assured and his policy limit is 
$5,000, the Company will pay the $5,000 judgment and, 
in addition, the expenses and costs of the suit and any 
interest that may be added to the judgment; (4) to 
reimburse to the assured the necessary expenses the 
assured may incur in rendering immediate surgical 
relief to the injured. 

Public Liability. — Public Liability pays loss and 
(or) expense, and defends suits, whether groundless or 
not, on account of bodily injuries or death, due to the 
ownership, maintenance or use of the insured auto- 
mobile, and caused to persons other than the assured 's 
employes while engaged in the use, operation or 
maintenance of the assured 's automobile. Limits of 
policies are usually stated at $5,000 for injury to one 
person and $10,000 for one accident involving more 
than one person. Increased limits, however, will be 
furnished either for the first limit or the second, or for 
both, in $5,000 units at regular percentage increases in 
rates. 

Employers' Liability. — Employers' Liability pays 
loss and (or) expense, and defends suits on account of 
bodily injuries or death, due to the ownership, main- 
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tenance or use of the insured automobile, and caused 
to employes while engaged in the use, operation or 
maintenance of the assured 's automobile. Limits are 
the same as in Public Liability policies. This coverage 
may only be extended to risks in states where no work- 
men 's compensation law, plan, or agreement applies 
to employes operating or caring for automobiles. 

Property Damage. — Property Damage pays loss 
and (or) expense, and defends suits, whether ground- 
less or not, for damage to the property of others due 
to the ownership, maintenance or use of the insured 
automobile (excluding property under the control of 
the assured). Actual cost of repair or replacement 
not to exceed $1,000 is the usual and basic coverage. 
Claims for loss of use of the property damaged or 
destroyed are not covered. Increased limits will be 
furnished at percentage increases of the basic rate. 

Loss of Use. — The coverage of Loss of Use is the 
same as that under Property Damage, except that the 
Company also pays claims for loss of use of the prop- 
erty damaged or destroyed. Loss of Use coverage is 
now given with the Property Damage coverage with- 
out extra charge. 

Collision. — Collision ($100 deductible) covers actual 
loss or damage in excess of $100 to the insured auto- 
mobile caused solely by accidental collision with 
another object. The Company repairs or replaces 
damaged parts as necessary. After the damage has 
been repaired, the policy will cover as originally writ- 
ten without extra cost. Damage by fire from any 
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cause is not covered. Each accident is considered a 
separate claim and is subject to the deduction of $100. 

Collision ($50 deductible) covers the same as the 
above, except that the Company is liable only when the 
damage is in excess of $50. 

Collision (full coverage) covers actual loss or 
damage to the insured automobile during the period 
of the policy if caused solely by accidental collision with 
another object. Loss caused directly or indirectly by 
fire is not covered. Ordinary tire damage, such as 
punctures, cuts, gashes, or blow-outs, is not covered 
unless resulting from an accidental collision which 
causes other damage to the insured automobile. The 
rates for collision insurance cover up to the intrinsic 
value of the insured automobile and the operating 
equipment at the time of the loss or damage. 

Automobile Liability policies do not provide work- 
men's compensation coverage. This must be written 
under the requirements of the Compensation Manual. 

Automobile policies are issued subject to the follow- 
ing coverage exclusions : while the insured automobile 
is being operated in any race or speed test ; while being 
operated by any person under the age limit fixed by 
law, or, in any event, under sixteen years of age ; and 
while the insured car is being kept, maintained or used 
contrary to the conditions stated in the policies. For 
additional premiums children between 14 and 16 years 
of age may be permitted to drive without voiding the 
policy. 
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For the purpose of convenience and of logical rating, 
automobile risks, including motor cycles and cycle cars, 
are divided into the following general classifications : 

A. Private Passenger Automobiles. These include : 
(1) two-wheeled motor cycles, including bicycles 
equipped with motor wheels, rates based on the num- 
ber of cars covered; (2) electric automobiles, rates 
based on the number of cars covered; (3) gasoline and 
steam automobiles, including cycle cars and motor 
cycles of more than two wheels, rates based on the 
number, list price, use and operators of cars covered. 

B. Public Automobiles. These include: (1) livery 
vehicles, i. e., automobiles of the private pleasure type 
rented or used for livery purposes, rates based upon 
the number of cars covered; (2) taxicabs, omnibuses, 
sightseeing automobiles, jitneys, automobiles for hire 
at stands, and all other public automobiles, rates 
based upon the number and passenger-carrying 
capacity of cars covered. All public service automobiles 
are written by the Associated Companies for public lia- 
bility and property damage only. 

C. Commercial Automobiles. These include: (1) 
two- wheeled motor cycles used to transport or deliver 
merchandise; (2) automobiles designed for the trans- 
portation or delivery of merchandise; (3) hearses, 
carriages for invalids, ambulances, fire department 
automobiles, fire patrol and salvage corps cars, indus- 
trial or platform trucks, and vacuum cleaning and 
street sweeping automobiles; (4) tractors; (5) farm 
tractors. Rates are based on the number of cars covered 
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and the business in which they are used. Bates for 
public and commercial automobiles are for public lia- 
bility, property damage and collision. 

D. Manufacturers' and Dealers' Automobiles, in- 
cluding automobile sales agency, public storage and 
repair garage and public automobile service station 
risks. These include: (1) demonstrating and testing 
cars; rates based (a) upon the number of chauffeurs 
operating cars, each chauffeur to be named, or (b) upon 
the number of cars operated; (2) alternative methods 
for automobile sales agency, public storage and repair 
garage, and public automobile service station risks, 
rates based upon payroll of employes; (3) alterna- 
tive method for factory risks ; each risk to be referred 
for rating; (4) method for covering manufacturers or 
dealers against claims due to defects in the manufac- 
ture of automobiles, each risk to be referred for rating. 

Automobile Garage policies indemnify the assured 
against loss from liability imposed by law for damages 
on account of bodily injuries or death suffered by any 
person or persons by reason of the conduct and main- 
tenance of the garage or sales premises as located and 
described in the schedule. Accidents caused by the use 
of an elevator on the premises may be covered by men- 
tion in the schedule and the payment of an additional 
premium. Passenger hazards, unless estimated livery 
earnings are mentioned in the declaration and a speci- 
fied rate is provided, and injuries to employes unless 
remuneration is included in the schedule, are also 
excluded. The liability of the Company on account of 
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an accident resulting in injuries or death is limited 
to the amounts expressed in the declarations. 

Fire, Theft, and Transportation Hazards. — The 
Company in conjunction with the Maryland Motor 
Car Insurance Company of Baltimore issues a joint 
policy which extend the coverage to fire, theft and 
transportation hazards. This is only a physical junc- 
ture of two separate policies, as the Company does not 
write fire and transportation insurance or participate 
in the theft feature. The Company also has arrange- 
ments with the Western Assurance Company of 
Toronto to write throughout Canada theft insurance 
with other lines under a joint policy. 

The coverages mentioned in the preceding para- 
graphs are effected through the medium of two basic 
forms of policies. One covers private passenger auto- 
mobiles, public automobiles and commercial automo- 
biles primarily for public liability, to which may be 
added by endorsements collision insurance, property 
damage insurance, loss of use, and, under restric- 
tions, employers' liability. The other form is called 
the garage policy and is used for manufacturers' and 
dealers' risks. These forms may be modified or en- 
larged in their coverage by endorsements which may 
be other than set forms, but which are supposed to be 
within the general requirements of the Manual. 

The provisions of all Automobile policies issued by 
the Company are explicity stated on the face of the 
policies. The exclusions follow immediately after the 
insuring clauses and are so clearly and definitely 
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stated that the assured has no difficulty in knowing 
what protection his policy provides. These are the 
important features of the policies. The other ** con- 
ditions *' are mainly explanatory and instruct the 
assured what to do in case of accident and the like 
and what not to do in certain contingencies. The agent 
should always impress upon the assured that no settle- 
ments of damage cases shall be made unless the assured 
has first secured the Company's permission. 

Humanity compels an assured to give or secure such 
immediate surgical relief to an injured person as is 
imperative at the time of an accident. For the cost of 
this the Company will reimburse the assured. It is 
most important, however, that the Company be im- 
mediately advised so that it may take over the case and 
thereafter direct the treatment. 

For further information concerning the underwrit- 
ing of automobile policies, see the Manual of Automo- 
bile Insurance — Rules and Rates. This should be care- 
fully studied in connection with this chapter. 

DEVELOPMENT 

Automobile Liability insurance offers the active 
agent one of the widest fields for solicitation. Motor 
vehicles are so generally used for pleasure and for 
business that the solicitor has an almost unlimited 
number of prospects. The operation of motor cars is 
not confined to the centers of population. In the small 
towns and villages and among the farmers in the most 
remote rural sections the motor vehicle is in general 
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use. When the agent realizes that every corporation 
with its fleet of motor trucks, every mercantile con- 
cern with its delivery wagons, every dealer in automo- 
biles, every individual car owner ; in fact, every owner 
of a motor vehicle of any description from a bicycle 
equipped with a motor to the largest truck used for 
commercial purposes is a prospect for Automobile Lia- 
bility insurance, he will appreciate the opportunities 
offered for profitable solicitation. 

The agent has a special advantage in the develop- 
ment of Automobile Liability insurance. The opera- 
tion of all motor vehicles is regulated by state and local 
laws. No person may use a car until that car and its 
operator have been registered and licensed. The regis- 
tration records show the character of each machine 
and the purposes for which it is to be used. Hence, 
the agent who develops this class of insurance can 
secure lists of prospects from the state, county or 
municipal authorities who register automobiles. 

The agent, however, should not depend entirely upon 
the lists of registered cars and car owners. It often 
happens that by the time an automobile is purchased 
and registered the owner has either promised or actu- 
ally placed his insurance. The agent, therefore, should 
use his best efforts to keep in touch with prospective 
automobile owners. Competition being keen, the agent 
should make every effort to be the first to approach 
prospective clients. 

Before a man purchases a motor vehicle, he usually 
familiarizes himself with the many makes of cars, 
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studying their respective features, prices and the like. 
To do this, he visits the different automobile agencies 
in his community. In this way, the managers of these 
agencies know who are prospective purchasers. The 
agent should cultivate the friendship of his local auto- 
mobile garage owners and salesmen, so as to ascertain 
from them the names and addresses of those about to 
purchase cars. He should call on these men and secure 
advance promises of their insurance. When the trans- 
actions are concluded, the agent should see the pur- 
chasers in order to secure their applications. The 
active agent can thus forestall less farseeing and 
energetic competitors. 

The agent will often find, especially among automo- 
bile owners who operate their own cars, which class 
constitutes a large percentage of automobile owners, 
the feeling that Automobile Liability insurance is not 
necessary because the owner is a careful driver and 
** does not take any chances of accidents on the road." 
The experience of automobile owners is that it is the 
unexpected which often happens. While an operator 
may never have an accident that is due to personal 
carelessness and an owner may have a chauffeur who is 
always on the alert and is ordinarily careful, he can- 
not control the actions of other people. He cannot 
know when a child playing in the road will run in front 
of his car, when a pedestrian may step out from behind 
some object which conceals the approaching automo- 
bile, when an unavoidable accident to the operator's 
own car, such as the breaking of the steering gear, may 
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result in a loss of life or property damage. There are 
a thousand and one things which may cause an automo- 
bile accident in these days of congested traffic and 
rapid transit on crowded streets and highways. These 
are bound to occur no matter how careful the operator 
may be. Allowance in rates, however, are made for 
owners, who drive their own cars exclusively. 

The agent should show his prospect that the opera- 
tion of every motor vehicle, no matter how carefully it 
may be handled, is attended by an element of constant 
danger. It is just as necessary, therefore, for every 
motor vehicle owner to be amply protected against the 
consequences of mishaps, of any possible damage to 
his car, of damage to the property of others, including 
their cars, or of personal injuries, even death, as it is 
for him to insure his home and business against fire, 
his safe against burglars, or himself against accidents. 
When they occur they mean heavy expenses and pos- 
sibly costly lawsuits. 

In approaching a prospect for automobile insurance, 
it is well always to ask him whether in case of an acci- 
dent he could in any way indemnify himself for damage 
to the property or cars of others, for collision of his 
car with other objects or vehicles, or for injuries to or 
death of persons caused by the ownership or use of his 
car. Then he should be shown that the Automobile 
policies of the Company provide such indemnity at 
reasonable rates, including legal and investigation 
expenses, and other facilities for adjustments, prompt 
service and settlements. 
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Here are some good arguments which can be used 
to advantage by the agent in advocating the Com- 
pany's policies: 

(1) The clearly stated provisions and the freedom 
from technical language ; 

(2) The arrangement of provisions and conditions 
so that any one may find the features sought ; 

(3) The insertion of the words ** resulting at any 
time therefrom ' ' after the word * * death ' ' in the third 
line of Article I. This removes any lurking doubt in 
the mind of the assured as to whether he is covered for 
possible death not immediately caused by accident ; 

(4) The agreement by the Company to defend at its 
own expense all suits brought against the assured, 
** whether groundless or not ''; 

(5) The exclusion by the Company from the cover- 
age only those employes ** engaged in the use, opera- 
tion or maintenance of the assured 's automobile." 
Where these and other employes are not covered by 
workmen's compensation, they may be included at a 
small cost ; 

(6) The elimination by the Company of a con- 
dition in the old policy form requiring that an assured 
must actually pay a judgment obtained against him 
before he may bring suit against the Company. While 
this defense was used only when it was thought that 
some assured was trying to take advantage of the 
Company, its absence in the present form is a distinct 
advantage to the assured and to the agent ; 
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(7) The extension of stated cancelation privileges 
on the pro rata basis, as a liberal advance ; 

(8) The coverage to include in addition to the 
assured any one riding in the insured automobile, which 
should be much appreciated by the insuring public. The 
average owner operating a family car is often worried 
over his possible coverage under the varied conditions 
of family use. Now he may rest easy, knowing that with 
few exceptions he is covered under his policy. 

The operation of an automobile is a fixed expense 
dependent upon the mileage traveled, the consequent 
consumption of gasoline and the wear on tires and the 
machine itself. No man can estimate what expenses 
may result from automobile accidents, but the automo- 
bile owner who buys a United States Fidelity and 
Guaranty Company Automobile policy reduces this 
unknown cost to a fixed sum — a reasonable premium 
charge. 



CHAPTER 4 
Workmen's Compensation Policies 

Workmen 's compensation laws have been passed by 
most of the states. They are intended to provide com- 
pensation in some degree to workmen for the loss of 
their members and earning capacity, and also in fatal 
cases to compensate their dependents for the loss of 
their support. Workmen's Compensation policies in- 
sure the liability and agree to pay the compensation 
and the medical, surgical and hospital expenses and 
for medicines provided for by the workmen's compen- 
sation act of the state where the business operations 
of the assured are conducted. 

These policies also provide for any common law lia- 
bility that may exist, and agree to defend in the name 
and on behalf of the assured any legal action that may 
be brought against the assured, whether groundless or 
not, because of alleged injuries suffered by any 
employe or employes. 

The payment of these benefits either by the employer 
direct or by an insurance company is generally super- 
vised by a board or commission acting under state au- 
thority. The duties of this commission are to see that 
the workmen receive the compensation to which they are 
entitled, and that in the event of death their depen- 
dents are paid such benefits as are provided for by the 
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laws of the state under which the compensation insur- 
ance is carried. 

The workmen ^s compensation laws of the various 
states differ widely as to the benefits payable, but all 
are based upon the same principle, viz., to afford work- 
men guaranteed benefits whereby they shall receive a 
certain proportion of their wages during incapacity 
caused by injuries sustained in their occupations, and 
whereby in the event of their death their dependents 
shall receive stated amounts periodically as compen- 
sation. 

The laws regarding the insurance carriers differ. 
Some states have laws which compel the employer to 
insure in a fund operated within such states, and there- 
under all other insurance carriers are excluded. These 
are Washington, Oregon, North Dakota, Ohio, Wyom- 
ing, and West Virginia. Other states permit differ- 
ent methods of carrying the insurance and employers 
may select their own particular carrier while comply- 
ing with certain provisions of the laws. 

It would be impossible to explain here in detail the 
working or provisions of the workmen's compensa- 
tion laws of the different states or of any particular 
state. The agent should familiarize himself with the 
law governing his own territory and get full knowledge 
of the operations of the various industrial boards or 
commissions the duties of which are to administer the 
acts. It is only by actual study and constant touch 
with his own territorial conditions that the agent is 
able to establish a satisfactory business in this line, 

15 
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and, when established, in order to control it, he must 
be continually alert to see that his clients obtain the 
claim and rating service to which they are properly 
entitled. The Company is ready and willing to write 
this class of business, and although this line requires 
much of the agent's attention, the premiums are 
large, making workmen's compensation a desirable 
form of insurance to develop. Every agent should 
solicit all desirable prospects in his territory in order 
to establish a permanent business in this Une. 

All those individuals, firms and corporations which 
conduct a mercantile, manufacturing, contracting or 
other business in those states where workmen's com- 
pensation laws are in force, and which have a given 
number of employes, are prospects for Workmen's 
Compensation policies. The minimum of employes 
bringing the employers within the compensation acts 
is regulated by the laws of the respective states. The 
agent should, while soliciting, emphasize the superi- 
ority of the service rendered by the Company in pro- 
viding the protection required under the state laws. 

All premiums on Workmen's Compensation policies 
are based on the payroll of the employer. 

The Associated Companies. — In connection with 
workmen's compensation it is well to understand 
thoroughly the business written in the Associated 
Companies : 

The Associated Companies is an organization 
started by a number of casualty insurance companies 
which desired to write coal mine risks. They formed 
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what is known as a pool, each company to bear its 
proportionate part of the expense and loss and receive 
a proportionate part of the premiums. 

Later, on account of certain conditions arising in 
compensation states, it was found necessary to make 
some arrangement to take care of the so-called pro- 
hibited risks, upon which line no single company could 
afford to carry alone the hazard involved. One of the 
foremost reasons for this action was the claim made 
by the adherents of state insurance that stock com- 
panies would only write business which was profitable, 
thereby leaving an extra hazardous risk without means 
of securing insurance. Accordingly, for the welfare of 
the stock companies and for the compensation situa- 
tion as a whole, the Associated Companies decided to 
include prohibited risks within the scope of the organ- 
ization and quite recently undertook the writing of 
certain automobile public service vehicles. 

Affiliation with the Associated Companies naturally 
opens up a tremendous field to agents of the United 
States Fidelity and Guaranty Company on lines which 
heretofore the Company has been unable to handle, 
and representatives should take advantage of the 
opportunity afforded them and greatly increase their 
premium writings. 

No agent may bind any risk or issue a policy or 
endorsement to be carried by the Associated Com- 
panies. The Home Office alone has this power. 
No policy, binder or endorsement will be dated back, 
nor will coverage be issued for even one day without 
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an earned premium being charged. No policy will be 
issued except for a term of one year, and no coal mine 
policy will be issued to cover more than one mine. All 
prohibited risk policies must cover all operations of 
the assured. The Associated Companies will not take 
care of the more hazardous part of an assured 's opera- 
tions and allow the less hazardous to be placed else- 
where. 

All proposals for new risks in the Associated Com- 
panies must be signed by the assured, and such pro- 
posal must be filled out complete in every detail before 
being forwarded to the Home OflSce. 

With respect to coal-mine risks, The Associated 
Companies will inspect any coal mine, which has a 
payroll of $100,000, furnish the operator with a report 
giving recommendations and a tentative adjusted rate, 
even though no policy is issued. But in the case of 
mines having a smaller payroll a service charge of $50 
has to be guaranteed in the evenjt no policy is written. 



CHAPTER 5 

Manufactubers ' Employers' and Manupactubbbs* 

Public Ll^lBility Policies 

Manufacturers* Employers* Liability policies pro- 
vide indemnity against loss for the liability imposed by 
law upon the assured for damages on account of injuries 
or death suffered by an employe of the assured as the 
result of an accident occurring to such employe while 
within the factory, shop or yard, or upon the side- 
walks or other ways immediately adjacent to the loca- 
tion described in the application, and resulting from the 
operation of the assured 's trade or business. These 
policies cover only injuries that occur as the result of 
the operation of the assured 's trade or business at the 
location described. 

Advance premiums on this class of insurance are 
computed on the estimated wages for all employes 
during the period for which the policies are written. 
At the end of the period, the payrolls are audited, and, 
if the expenditures for wages exceed the estimates, 
additional premiums are due the Company for the 
amounts of the excesses at the rates stated in the 
policies. If the expenditures are less than the esti- 
mates, return premiums are paid the assured on the 
same basis. The Company in any event retains the 
minimum premiums at which the policies were written. 

22d 
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It is permissible to exclude the remuneration of the 
executive officers and office forces, the wages of 
drivers if concurrent Teams Liability policies are 
carried, and the wages of chauffeurs if Automobile 
policies are carried with this Company. The wages of 
all other employes should be included in the estimated 
payroll, as it is not permissible to cover certain em- 
ployes in a given business and exclude others. 

There are generally some restrictions imposed by 
law or by the rules of the Company, such as age limit 
for minor employes, with which the agent should be 
thoroughly familiar. 

Policies may be canceled by either the assured or 
the Company. When a policy is canceled by the Com- 
pany, the cancelation is made on a pro rata basis of 
the earned premium, and, if by the assured, on a short 
rate basis of the earned premium. 

These policies are generally written with limits of 
$5,000 and $10,000. The Company's liability for an 
accident to any one person is limited to $5,000, and to 
$10,000 for one accident in which more than one person 
is injured. Larger limits may be written for additional 
premiums. The laws of some states fix minimum 
amounts for which an employer of labor may be 
adjudged liable. This amount varies from $1,000 to 
$10,000. The agent should consult the table of limits 
in the Manual for this information. 

Policies are generally sold to an assured who oper- 
ates a plant or factory for manufacturing purposes, or 
to one who has yards or similar inclosures for storage 
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or sales purposes. Every manufacturing concern is a 
prospect, therefore, for this class of protection. The 
agent who actually develops the sale of Manufacturers * 
Employers * Liability policies will establish a profitable 
branch of business. 

When an accident occurs, immediate written notice 
thereof must be given the Company by the assured. 
This notice must contain the most complete informa- 
tion obtainable at the time. If a claim is made on 
account of the accident, the assured must give a writ- 
ten notice thereof with full details. 

When the assured is sued to enforce a claim for 
damages on account of an accident covered by one of 
our policies, the assured must forward to the Company 
every summons or other process as soon as the same has 
been served. The Company will at its own expense 
defend such a suit, unless it elects to settle the claim. 

Liability must not be voluntarily assumed by the 
assured nor shall the assured, without the written con- 
sent of the Company, incur any expense or settle any 
claim except at his own cost, or interfere with any 
negotiations or settlements or with any legal proceed- 
ing. The assured may, however, provide such immedi- 
ate surgical aid as is imperative at the time of the 
accident. The assured must, upon the request of the 
Company, aid in securing information and evidence, 
the attendance of witnesses, the effecting of settle- 
ments, and in the prosecution of appeals. 

No action lies against the Company to recover any 
loss unless such action is brought by the assured 
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for the loss actually sustained and paid in money by 
the assured in satisfaction of a judgment after trial of 
the issue, and not unless such action is brought within 
ninety days after final judgment against the assured 
has been paid and satisfied. 

When a loss is paid under one of the Company's 
policies, the Company becomes subrogated to all rights 
of the employer or any employe or dependent covered 
under the policy to the amount of such payment, and 
the assured must execute all papers required and co- 
operate with the Company to secure its rights. 

Should the business of the assured be placed in the 
hands of a receiver, executor or trustee, whether vol- 
untarily or otherwise, the policy immediately termi- 
nates. Such termination does not affect the liability 
of the Company as to accidents occurring before the 
business was placed in other hands. A change of 
title or ownership of the business by the assured termi- 
nates the policy unless the Company officially consents 
to such change. 

Authorized inspectors of the Company have the 
right, whenever the Company so desires, to inspect 
the plants, works, machinery, appliances and location 
of the assured for the purpose of making recommenda- 
tions for the elimination of dangerous conditions. 
Such service is rendered without expense to the assured 
and is intended to prevent accidents. The Company 
or any of its inspectors may suspend a policy so far 
as any boiler or elevator is concerned, because of any 
defect or dangerous condition which may exist in the 
same. 
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Authorized auditors of the Company have the 
right, at any reasonable time, to examine the books 
and records of the assured as regards wages earned 
by the employes of the assured, and a reasonable 
assistance must be rendered such auditors by the 
assured. Whenever the Company so requests, the 
assured must furnish a written statement of the amount 
of wages earned by employes during any part of the 
period of the policy. At the end of the policy period 
the assured must furnish such a statement covering the 
full period of the policy. The rendering of an estimate 
or statement shall not bar the examination mentioned 
or the Company 's right to an additional premium. 

All manufacturing concerns either carry this insur- 
ance or will carry it if properly solicited. Where there 
is machinery, accidents are certain sooner or later. 
In many cases, these accidents are serious or at least 
have serious results. The accident occurs, the man 
is injured, he sees or is seen by an enterprising attor- 
ney and is told that he can recover a large amount of 
money in damages. His employer is sued, and even 
though the claim may be, and often is, groundless, the 
adjustment, defense fees and court costs are sure to 
amount to a considerable sum. 

United States Fidelity and Guaranty Company 
Liability policies not only indemnify the assured 
against losses for damages on account of bodily in- 
juries or death as the result of accident, but also pro- 
vide at the expense of the Company for the defense of 
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all suits brought whether such suits are groundless or 
not. 

Manufacturers' Public Liability Policies. — Manu- 
facturers' Public Liability policies indemnify the as- 
sured against losses from the liability imposed by 
law for damages on account of bodily injuries or death 
suffered by any person not employed by the assured 
while within the factory, shop, yard or other ways 
immediately surrounding the same, as a result of the 
operation of the assured 's trade or business. 

The conditions of Manufacturers' Public Liability 
policies are the same as those of Manufacturers' 
Employers' Liability policies, so far as they relate 
to the method of computing the premiums, cancela- 
tions, restrictions and the like. The contracts are so 
similar that the rules governing the latter may be gen- 
erally applied to the former. There is this difference, 
however. Should a person other than an employe be 
injured or killed as the result of an accident caused by 
an employe whose wages are excluded under a policy, 
there will be no liability on the part of the Company 
unless the accident was caused by the assured him- 
self as an individual, by a member of the firm if a 
partnership, or by the president, vice-president, secre- 
tary or treasurer, if a corporation. 



CHAPTER 6 

CONTBACTOES' EmPLOYEBS' LIABILITY, PuBLIC LIABILITY, 

AND Contingent Liability Policies; Ownebs' 
Contingent Liability Policies 

Contractors' Employers' Liability policies provide 
the same protection as Manufacturers' Employers' 
Liability policies, the only difference being that the 
former cover any accidents occurring while employes 
are engaged in the construction work described in the 
policies and at the places designated. Clerical oflBce 
forces, drivers and chauffeurs are covered, provided 
their wages are not specificially excluded. The exclu- 
sion of wages of drivers and chauffeurs does not affect 
such coverage if the assured carries concurrent 
Teams' and Automobile policies with the Company. 

Under these policies the assured must cover all 
employes engaged in the specific class of work under 
contract. The proper and safest way to cover a con- 
tractor is to insure all employes engaged in any branch 
of work in which the contractor is engaged. 

In determining the advance premiums the estimated 
compensation should be based upon the payroll of 
employes during the previous year. It is permissible 
to write a blanket form of policy covering a con- 
tractor's work in all, except compensation states, or 
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a policy covering some specific contract at a given 
location. 

Policies should not be written for periods longer 
than twelve months. K a policy is written on a speci- 
fic contract and the work is not completed at the end 
of the policy period, it is customary to grant an exten- 
sion by endorsing the policy to expire at any time not 
to exceed a year from the expiration date of the policy. 
If the policy covering a contract at a specific location 
is written for less than a year and the work is incom- 
plete at the expiration date, the policy may be extended 
by endorsement to a time not to exceed twelve months 
from the date the policy took effect. 

In writing Contractors' Employers' Liability poli- 
cies care should be taken in the selection of risks. A 
small contractor who employs one or two employes 
and who personally works with them is not a good risk. 
In such cases, the amount of premium secured is so 
small that in many instances the slightest accident will 
cost more in medical bills alone than the amount of the 
premiums. Notwithstanding the minimum premium 
at which a policy will be written, a good rule to f oUow 
is not to write a policy for any contractor who is not 
prepared to make a deposit or advance premium of at 
least $150. Many classes of contract work are on the 
prohibited or the advisory list. The agent should refer 
to the prohibited list for such classes and consult the 
Home Office. 

Contractors' Public Liability Policies. — Contractors' 
Public Liability policies apply to persons other than 
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the employes of the assured, but in every other respect 
are identical with the provisions of Contractors' 
Employers' Liability policies. 

The conditions of these policies are also the same 
so far as they relate to cancelation, determining 
earned premiums, restrictions, exclusions and other 
similar provisions. These policies should not be writ- 
ten unless Contractors' Employers' Liability policies 
are written concurrently. In states in which workmen 's 
compensation laws are in effect the Company will write 
public liability on some classifications of risks upon 
which it will not accept workmen's compensation, but 
such risks should be submitted to the Home Office for 
approval before the agent writes a policy or binds the 
Company. 

Contractors' Contingent Liability Policies. — Con- 
tractors' Contingent Liability policies insure contrac- 
tors against losses caused by the liability imposed by 
law for damages on account of bodily injuries or death 
accidentally suffered by any person not employed by 
the assured during the continuance of the work and 
resulting from the negligence of any sub-contractor 
engaged in doing a part of the work. Accidents result- 
ing from faulty work or caused by any employe of the 
assured or by any obligation assumed or imposed upon 
the assured by any workmen's compensation law are 
not included. 

These policies are intended for contractors who 
desire to protect themselves against claims that may 
be brought against them for accidents caused by sub- 
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contractors and their employes. Such policies should 
not be written unless the assured carries Workmen's 
Compensation or Contractors ' Employers ' and Public 
Liability policies with the Company. 

For writing this kind of coverage, it is necessary to 
have the following information : The location, descrip- 
tion and contract price of the work subcontracted, and 
whether the assured is to furnish any material or 
equipment. 

The premiums on these policies are based on the 
total cost of the work sublet, including material and 
labor. Where a contractor furnishes any portion of 
the material or equipment, the rate is slightly 
increased, because if any accident should occur as the 
result of defective material or equipment so furnished, 
the liability would undoubtedly fall upon the contrac- 
tor who furnished it and not on the sub-contractor. 

The agent can develop this line by keeping in touch 
with all contractors who sublet their work or any por- 
tions thereof. 

Owners' Contingent Liability Policies. — Owners' 
Contingent Liability policies cover damages on account 
of injury or death suffered by any person 'as a result 
of an accident occurring while he is on the premises 
described in the policies or on the sidewalks or ways 
immediately adjacent thereto during the prosecution 
of the work. 

The conditions of these policies are the same as Con- 
tractors ' Contingent Liability policies where the owner 
is engaged in supervising and does not employ labor. 
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In order to be fully covered, an owner, who, in addition 
to supervising, employs all of the labor and furnishes 
material and equipment, should carry Contractors ' Em- 
ployers ' and Public Liability policies written concur- 
rently by the Company, in addition to his Contingent 
Liability policy. An owner who employs only a super- 
intendent or watchman, or employes such as cleaners on 
the premises, should have Compensation, Contractors ' 
Employers ' and Public Liability policies covering these 
employes written in conjunction with Contingent Lia- 
bility in order to be fully protected. 



CHAPTER 7 

Workmen 's Collective Policies ; Genebal 

Liability Policies 

Workmen's Collective policies indemnify the assured 
as trustee for the employes of the assured against 
bodily injury sustained by an employe of the assured 
during the term of the policies through external, 
violent and accidental means while at the places 
designated in the policy and during the prosecution of 
the work described in the schedule, and resulting 
directly, independent and exclusive of all other causes, 
in immediate, continuous and total disability which 
prevents the employe from working. These policies 
also provide a fixed sum for dismemberment, irrecov- 
erable loss of sight, or death. They are written only 
in states which have no workmen 's compensation laws. 

The principal sum of a policy as respects each 
employe depends upon the number of weeks stipulated 
for disability or other payments. When an employe suf- 
fers total disability as the result of an accident as 
above defined, he is entitled under the policy to receive 
a sum equal to one-half his usual weekly wages for a 
period not to exceed the number of weeks mentioned 
in the contract. The indemnity allowed to any one 
employe shall not exceed $1,500, and the total indem- 
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nity allowed for any one accident resulting to several 
employes shall not exceed $10,000. 

The premium rates on this class of insurance vary 
in accordance with the class and character of the busi- 
ness. They are based on the annual payroll as under 
Employers' Liability policies. 

Provision may be made for medical attention in 
addition to the regular benefits. The general condi- 
tions applying to Liability policies are made a part of 
Workmen's Collective policies. 

General Liability Policies. — General Liability poli- 
cies insure owners, lessees or tenants of premises 
against losses from the liability imposed by law for 
damages on account of bodily injuries or death acci- 
dentally suffered by any person or persons while 
within the premises or upon the sidewalks or other 
ways adjacent thereto and resulting from the busi- 
ness operations of the assured. These forms of poli- 
cies are used when the assured conducts a business 
other than that of a manufacturer or contractor, such 
as the operation of wholesale and retail stores, apart- 
ment houses, oflSce buildings, hotels, restaurants and 
risks of a similar nature. Private residences may also 
be covered. Such policies do not cover employes in 
states with worlonen's compensation laws. 

The premiums on General Liability policies are based 
on charges made for elevators, lineal foot of street 
frontage and the square foot area of the premises. Li 
states where workmen's compensation laws are in 
effect, employes are covered under the compensation 
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forms of policies in use in those states, but where no 
such laws exist the payrolls of the employes must also 
be included as part of the premium charges. 

Policies may be written excluding elevators if the 
assured so desires, but from the standpoint of full pro- 
tection elevators should be included and the proper 
rates charged. Where the premises have no elevators, 
the premiums are based on the area and frontage only. 

In order to write these forms of policies the follow- 
ing information is necessary : the location of the prem- 
ises; the number and a description of the elevators; 
estimated compensation of the employes for the periods 
of the policies (in common law states) ; the total floor 
area ; street frontage ; character of business conducted 
by the assured upon the premises ; and the interest of 
the assured in the premises, whether owner or tenant. 

Policies are usually written for $5,000 to $10,000 
limits and for a period of one or three years. If writ- 
ten for three years, a discount of ten per cent, may be 
allowed from the amount of three annual premiums, 
and the premiums for the three years, thus discounted 
may be paid in advance either as a whole or on the 
basis of fifty per cent, of the whole the first year, thirty 
per cent, the second year, and twenty per cent, the 
third year. 

Where such policies are in force, the Company will 
inspect the elevators and premises, pointing out dan- 
gerous conditions, if any, and make recommendations 
through the Inspection department for their elimina- 
tion. Inspectors are privileged to suspend policies if 
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the condition of the premises or elevators is found to 
be unsafe. 

If an owner or lessee of a building used for mercan- 
tile or other purposes leases such building to another, 
and the furnishing of power and the entire charge of 
the premises rest with the tenant who is responsible 
for making repairs and keeping the premises in a safe 
condition, policies may be issued to protect the owner 
at a discount of fifty per cent, of the rate charged for 
such buildings. In such cases, however, the policies 
must be endorsed stating this condition and stating 
that the owner has no employes on or about the 
premises. This rule does not apply where dwellings are 
insured by the owner. 

The premium rate on k General Liability policy is 
computed separately for each risk. There is a sepa- 
rate given rate for elevators, for each $100 of the pay- 
roll for employes when covered, for each one hundred 
square feet of floor area in the building, and upon 
each foot of frontage upon streets and alleys. 

A General Liability policy is not a Compensation 
policy. It does not provide compensation. All Gen- 
eral Liability policies must be endorsed with the casu- 
alty form which provides that the policy does not cover 
the liability of the assured under any workmen 's com- 
pensation agreement, plan or law, unless otherwise 
endorsed. In order to provide for compensation, a 
separate policy must be issued. 

General Liability policies do not cover injuries or 
death caused to or by children employed by the assured 
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contrary to law, or children under fourteen years of 
age where the law does not restrict the age of employ- 
ment. They do not cover persons in or about an ele- 
vator while in charge of a person under the legal age 
for elevator attendants, or under the age of sixteen 
where no age is fixed by law. 

These policies do not cover (1) injuries or death 
caused by or to persons while making additions, struc- 
tural alterations or extraordinary repairs to an eleva- 
tor, unless written permission describing exactly the 
work to be done is granted by the Company; but no 
elevator may be used for service while such work is in 
progress; or (2) injuries or death caused by or to per- 
sons engaged in making additions, alterations or repairs 
of any kind in the building when more than seven days 
are required for the work; or (3) injuries or death 
caused by or to persons before the premises are com- 
pleted and ready for occupancy or (4) persons injured 
or killed by the manufacture or presence of any explo- 
sive material. 

This form of protection is valuable to the owners or 
lessees of apartment houses, stores, hotels, office and 
other buildings used by the public, because a General 
Liability policy protects them against liability for loss 
resulting from bodily injuries suffered by any person 
or persons on or about the property. Schools, colleges, 
hospitals and asylums are covered. The development 
•of business among these classes of prospects means 
profit to the agent and to the Company. 
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This form of insurance should be written for every 
retail establishment in every city and town, as well as 
for the other classifications of prospects mentioned 
above. While the premiums may be small where no ele- 
vators are used, in the aggregate a large volume of 
business may be secured. A large number of business 
men are not aware that such protection can be had, and 
therefore the agent has a wide field for increasing his 
commissions in connection with this class. General 
Liability insurance is usually not attacked by competi- 
tors and when once secured is easily renewable. 

In writing Judicial bond business, it should always be 
borne in mind that administrators and trustees of 
estates are good prospects for General Liability poli- 
cies to cover the property administered or held in trust. 
Dwellings also offer an opportunity for the sale of 
this form of protection. With persistent effort on the 
part of the agent every owner of a first class residence 
in his town can be sold a General Liability policy. 



CHAPTER 8 

Teams' Liability Poucibs; Elevatob 
Liability Policibs 

Teams ' Liability policies provide protection against 
the loss from liability imposed by law upon the assured 
for damages on account of bodily injuries or death 
suffered by any person as the result of an accident 
occurring to such person by reason of the maintenance 
and use of draught or driving animals, or by vehicles 
drawn by such animals, while used in the trade or busi- 
ness of the assured. They also cover accidents to any 
person caused by the loading or unloading of vehicles. 
The assured 's interests are protected while the teams 
are being driven by himself or by any person in his 
employ who is sixteen years of age or over. The policy 
limits are $5,000 and $10,000. 

Loading and unloading coverage is included only in 
the less hazardous classes of risks. When the assured 
is engaged in general trucking or draying or in mov- 
ing or hauling boilers, machinery, safes, structural 
steel and the like, separate forms of Contractors ' Em- 
ployers ' and Contractors' Public Liability policies 
should be written in conjunction with the Teams ' policy 
to provide full coverage. Upon consulting the Manual 
under the heading of ** Teams' Insurance," the agent 
will find the hazards to which this coverage refers fully 
explained. 
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The rates charged for Teams' Liability policies in- 
clude coverage to the driver and driver 's helper, except 
in states where compensation laws are in effect ; in such 
states additional premiums are charged for this cover- 
age and separate policies issued. The rates are flat 
charges per team for twelve months ' insurance. 

The premiums are based on the number of vehicles 
owned, the estimated wages of the drivers employed 
and the classification of business in which the assured 
is engaged. Sometimes the advance premiums are 
based on the average number of teams used. The 
earned premiums are determined at the end of twelve 
months by dividing the entire wages paid to drivers 
by the average annual wage per driver. The addi- 
tional number of teams used is thus calculated : given 
a team rate of $9 per team and an annual wage of 
$1,000 per driver, policies being written on a basis of 
five teams would indicate a pay roll of $5,000. If at 
the end of twelve months ' period, it is found that $7,000 
was expended in wages to drivers, the Company is 
entitled to $18, an additional premium on two drivers 
or two teams at the annual rate per team. 

Policies may be written to cover second interests. 
For illustration: A merchant employs a teamster to 
do his draying, and wants protection in case accidents 
should occur and claims be made against him as well 
as against the owner of the team. If the truckman or 
owner furnishes the teams to be used exclusively in the 
service of one individual or concern, the rate given in 
the Manual for the trade or business for which the 
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teams are used should be charged, and an endorse- 
ment made on the policy limiting the use to that par- 
ticular service. If the teams hired by such individual 
or concern are covered under a policy of insurance 
issued by this Company to the owner of the teams, fifty 
per cent, of the full teams' rate at which the owner's 
policy is written should be charged for such coverage. 

Property Damage. — Property Damage, which pro- 
vides indemnity against losses or claims against the 
assured for damages to or destruction of property due 
to the use or maintenance of the assured 's teams, may 
be endorsed on a Teams' policy, the limits of the 
endorsement being $1,000 for any accident. The cover- 
age does not extend to the property of the assured but 
extends to the property of others while in the care of the 
assured or of the assured 's employes, while it is being 
transported, loaded or unloaded. In other words, a 
Property Damage endorsement covers any damage to 
the property of a second party other than the property 
being hauled, and does not cover damage to the as- 
sured 's own vehicles or other property. The limits of 
the endorsement may be increased. The agent should 
refer to the Manual for the percentage of the increased 
premiums for higher limits. 

The general conditions applying to General Liability 
insurance are made a part of a Teams ' Liability policy. 
Merchants employing delivery wagons under contract 
may be protected for contingent liability. 

Teams' Liability insurance constitutes an excellent 
investment for the assured. Eunaways frequently 
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occur and may cause heavy losses in property and in 
damage suits. Drivers are subject to accidents and 
the owners are responsible for the exercise of reason- 
able care by their drivers. Business concerns and 
those who use private vehicles and drive spirited 
horses are good prospects. Heavy damages are often 
assessed against the owners of nmaway teams for 
damages done. 

Teams ' insurance can be sold to any owner of horses 
and wagons, or to any individual or concern that hires 
horses and vehicles in connection with the operation 
of a trade or business. The Manual should be consulted 
for the classifications. 

Elevator Liability Policies. — Elevator Liability poli- 
cies indemnify the assured against loss from liability 
imposed by law for damages on account of bodily 
injuries or death suffered by any person or persons 
while in, entering or alighting from an elevator; or 
in any elevator well, shaft or hoistway; or because 
of machinery, not generating power, used for operating 
an elevator. These policies insure against (1) public 
liability and (2) employers' liability. The policies, 
therefore, cover both employes and passengers. 

An elevator is a platform hoist used for conveying 
passengers or freight. It may be operated by hand 
power, or by any kind of mechanical power, steam, elec- 
trical or hydraulic. The premium rates on Elevator 
Liability policies are based on the class of elevator in- 
sured. 
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The limit of liability under this class of policies is 
$5,000 and $10,000. The assured may insure certain 
elevators leaving others uninsured, but in such cases 
the definite location of the elevators insured must be 
stated and an endorsement attached relieving the Com- 
pany from liability for accidents occurring on elevators 
not insured. 

Policies are written for from one to three years at 
the option of the assured. K written on a three-year 
basis, a discount of ten per cent, from the amount of 
three annual premiums is permitted, the premium thus 
discounted for three years being payable in advance 
either as a whole, or fifty per cent, of the discounted 
three years* premium the first year, thirty per cent, 
the second year, and twenty per cent, the third year. 

If the building in which the insured elevators are 
located is leased by the owner to another party, a policy 
may be issued covering the owner *s interest at fifty 
per cent, of the premium rate, provided an endorsement 
is attached to the policy stating that the assured has 
no control over the elevators and that their operation, 
maintenance and repair rest entirely with the lessee 
or tenant. 

If the tenant occupies part of the building, exercises 
no control over the elevators and is not responsible 
for their maintenance, operation and repair, a policy 
may be writtten covering the tenant 's interest at fifty 
per cent, of the regular premium rate. If the building 
is occupied by two or more tenants, the elevator not 
being operated by a regular attendant, and one of the 



LIABILITY POLICIES 251 

tenants is paying the full rate, the other tenant may pro- 
cure coverage at fifty per cent, of the regular rate. The 
policy, however, must be endorsed to expire simul- 
taneously with the policy of the assured who is paying 
full rate. 

The information necessary for properly writing Ele- 
vator Liability policies is: the location of the prem- 
ises ; situation of the elevators ; number of elevators to 
be insured ; kind and description of each elevator ; num- 
ber of landings ; the limits and terms of the policies ; 
and where the inspection report should be sent. Com- 
plete descriptions of the elevators to be insured must 
be given in the schedules. 

In order that hazards covered by Elevator Liability 
policies may be kept at a minimum, the Company 
employs a corps of experienced inspectors whose duty 
is to inspect and test all insured elevators. These 
inspections are made at as regular intervals as condi- 
tions will permit, usually about four times each year. 
The reports of inspectors are forwarded to the Home 
Office, where they pass through the hands of the chief 
inspector. Official reports describing the conditions 
found in respect to each risk are sent to the assured. 

It is permissible to make ordinary repairs, addi- 
tions or alterations to elevators or elevator wells, 
hoistways, machinery or to the elevator plant, provided 
no elevator shall be used for any service while such re- 
pairs are being made. Injuries caused to or by any 
person while making additions or structural altera- 
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tions to an insured elevator, or while making extraor- 
dinary repairs, are not covered unless the Company 
gives a written permit for the specific work. 

Realizing the great value of a competent inspection 
to both the Company and the assured, the Company 
instructs and examines all elevator inspectors. The 
competent elevator inspector should be a man who has 
been trained in the shops and is familiar with the 
machinery. Such men are able to impress the assured 
on the one hand and are prepared to combat any argu- 
ments which may arise with elevator builders and 
owners on the other. The fact that the Company has 
competent inspectors insures a service which is invalu- 
able to the assured. Such a service is also of great 
importance in the equitable settlement of claims which 
arise under Elevator Liability policies. The agent 
should impress upon his prospects their moral as well 
as their legal responsibility in operating elevators with- 
out the protection and expert supervision provided by 
the Company. 

Losses caused by any elevator which is being oper- 
ated by a person under the legal age for elevator 
attendants are not covered. When no age is fixed by 
law, attendants must be at least sixteen years old. 

Every individual, firm, corporation and institution 
owning and operating either passenger or freight ele- 
vators, or both, is a prospect for Elevator Liability 
policies. 

Li order to develop systematically this line, the agent 
should keep in touch with those who propose to erect 
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new business houses, manufacturing plants and other 
buildings in which elevators are to be installed. When 
new buildings are in prospect, he should secure from 
the owners copies of their contracts, specifications 
and blue prints for elevators before the contracts are 
signed. These should be sent to the Elevator Inspec- 
tion department at the Home Office so that they may 
be reviewed with care. This department can then point 
out any errors which may exist and recommend any 
changes which may be necessary in order to increase 
the life of the cables and other elevator parts. By 
following such a system, the agent will not only be able 
to develop much business, but the assured in many cases 
will be saved not less than the amount of the pre- 
miums on Elevator Liability policies for a year. The 
Company makes no extra charge for this service, 
because if the proper construction of elevators is thus 
secured, the character of the risk is improved due to 
the greater durability of the elevator parts which are 
insured and the consequent reduction in the liability 
of accidents. 

It is important for the agent to know how to meet 
complaints made by the assured as a result of such 
recommendations for repairs as may be made by the 
elevator inspector. Elevator owners often fail to 
understand fully the necessity for some items of 
expense resulting from repairs to elevators. They 
frequently do not appreciate the value of an elevator 
until it has stopped because of some derangement of 
the machinery. While the elevator runs, the owner 
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generally sees no necessity for repairs and is apt to 
take issue with the inspector who urges their necessity. 
In such cases an owner often appeals to the agent, with 
whom he is better acquainted than he is with represen- 
tatives of the Home Office, urging the agent's assistance 
in having a recommendation waived. The owner may 
not consider the proposed work necessary and may 
attribute the recommendation to some whim or fancy 
of the inspector. 

When such appeals are made to an agent, he often 
sides with the assured and promises to write to the 
Home Office. The agent who assumes this attitude 
makes a mistake. He starts something he cannot finish. 
In the end, he places himself in danger of losing the 
confidence of his client, because the inspector, being a 
practical and experienced man, will not recommend 
anything which he cannot do himself or which is un- 
necessary. Inspectors as well as the Home Office are 
always glad, when possible, to give an elevator a * * clean 
bill of health," because to do so reduces the work and 
expense for both the assured and the Company. 

When controversies arise concerning repairs or 
alterations to insured elevators, the agent should report 
to the Home Office. The Elevator Inspection depart- 
ment will, after examining the report, write an explana- 
tion of the recommendations made. If necessary, an in- 
spector will re- visit the assured to make clear the neces- 
sity for the work proposed. If, therefore, the agent, 
instead of agreeing with the assured in controversies 
over proposed work on elevators, will try to impress 
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upon the client the superiority of the Company *s ser- 
vice, endeavoring to explain in a practical way the 
necessity for the work recommended, and then suggest 
that the assured communicate with the Home Office to 
ascertain what can be done in the way of reaching a 
satisfactory understanding, possibility of ill feeling 
will be avoided and the Elevator Inspection department 
will handle the matter in a just, equitable and mutually 
satisfactory manner. 



CHAPTER 9 

Theater Liability Policies; Hospital 
Liability Policies 

Theater Liability policies insure owners, lessees, or 
tenants of theaters, music halls and other places of 
amusement against losses from liability imposed by 
law for damages on account of bodily injuries or death 
accidentally suffered by any person or persons while 
within the premises or upon the sidewalks or other ways 
adjacent thereto. These policies are written for any 
property where a certain portion of the premises is used 
by the assured for dramatic, vaudeville, operatic, con- 
cert, lecture, moving picture and other public enter- 
tainments. They do not apply to employes in states 
with workmen's compensation laws. In such states, 
separate policies are required to cover employes. 

The information necessary is: the location of the 
theater building; seating capacity; number of eleva- 
tors, if any ; the interest of the assured in the building, 
whether owners or lessees ; and the limits and terms of 
the policies. 

Policies may be written for terms of one or of three 
years. If for three years, a discount of ten per cent, 
is allowed from the amount of three annual premiums 
paid in advance, or, if paid in annual installments, fifty 
per cent, of the discounted three years* premium the 
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first year, thirty per cent, the second year, and twenty 
per cent, the third year, in advance. 

The minimnm preminms for Theater Liability poli- 
cies vary according to the population of the cities or 
towns, and whether the theaters are used only for 
theatrical purposes or as moving picture houses. 

The premium rates are based on the charge per 
annum for each seat on the main floor and galleries irre- 
spective of the nmnber of performances given. The 
rates are regulated by a standard of conistruction. The 
lowest premiums are charged for a first-class theater 
which has aU external and internal walls and parti- 
tions of masonry; main floor not more than six feet 
above the street level; exits from all floors passing 
directly through the external walls to independent 
stairways ; asbestos or fire-proof curtain in front of the 
stage; automatic sprinkler above the stage; perform- 
ances such as are usually given in theaters and roof 
gardens during evenings or afternoons ; exhibitions to 
be confined to the premises mentioned. A higher rate 
is charged when buildings are not of the standard con- 
struction above indicated. 

Theater Liability policies may be written excluding 
elevators, but the policies must be indorsed stating that 
the Company is not liable for elevator hazards. 

All risks will be inspected by the Company and, if 
the inspector finds the premises in an unsafe con- 
dition, he is privileged to suspend the insurance until 
such time as defects are remedied. 
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Policies are generally written for limits of $5,000 and 
$10,000, but higher limits may be written if the proper 
additional charges are made. 

If the owner of a building containing a theater or 
moving picture show on the ground floor has offices or 
floors used for other purposes above and he desires 
insurance to cover the entire building, a Theater policy 
should be written for the theater or moving picture 
hazard, and a General Liability policy to cover his lia- 
bility for the upper floors. If the owner does not 
operate the theater but desires coverage, then under 
General Liability policies, charging for frontage, area 
and elevators, an endorsement should be attached to 
the policy relieving the Company from liability for acci- 
dents occurring within the theater proper. 

Policies are issued to covei' horse, bicycle, agricul- 
tural and other special exhibitions. The premiums 
are based on a percentage of the gate receipts. Ele- 
vators are charged for at the regular rate for Elevator 
Liability policies. 

Privilege is granted under a Theater Liability policy 
to make repairs and alterations as are necessary to 
the care of the premises and their maintenance in good 
condition, including ordinary repairs of the elevator 
and escalator plant and the renewal of its existing 
mechanical equipment, changes in partitions, scenery, 
stage fittings and incidental repairs to stage settings; 
but this policy does not cover on account of injuries or 
death caused to or by any person engaged in the making 
of alterations or additions of a structural character, 
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unless a written permit is granted by the Company 
specifically describing the work, and an additional pre- 
mium paid therefor ; nor does it cover injuries caused to 
or by (1) any child employed by the assured contrary to 
law, or any child employed under fourteen years of age 
where no statute restricts the age of employment; (2) 
any person in or about any elevator while in charge of 
any person under the age fixed for elevator attendants, 
or under the age of sixteen years where no age is so 
fixed; (3) any person within or upon the premises or 
upon the sidewalk or other ways surrounding the same 
before the premises have been fully completed, ready 
for occupancy, unless a written permit is granted by 
the Company permitting same; (4) nor does it cover 
injuries caused by any elevator unless specified in the 
schedule and a premium paid therefore. Elevators 
operated by push-button are not covered by this policy 
unless specifically so described in the schedule. 

The character of protection provided by Theater 
Liability policies will suggest to the agent those who 
are prospects in his territory for this class of insur- 
ance. The agent should show all prospects whose busi- 
ness is desirable the necessity for the protection pro- 
vided as a safeguard to their own interests. 

Hospital Liability Policies. — ^A Hospital Liability 
policy provides indemnity against liability imposed by 
law upon the assured for damages on account of 
injuries or death resulting from any malpractice, error, 
or mistake made by any employe of a hospital or 
sanitarium in the administration of medical, surgical 
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or hospital treatment within such hospital or sani- 
tarium. 

It covers any alleged malpractice, error or mistake 
unless there is proof that the alleged malpractice, error 
or mistake was a violation of law or that the employe 
directly responsible was under the influence of intoxi- 
cants or narcotics. If the assured should be accused of 
criminal malpractice through the acts of any of its em- 
ployes, the Company would defend such claim. If it 
were proved, however, that the malpractice, error or 
mistake was committed in violation of law, or that the 
responsible employe was under the influence of intoxi- 
cants or narcotics, and damages were awarded in 
court, the Company would not be liable for them. 

Under such, the Company will not compromise a 
claim or settle a suit without the written consent of the 
assured. This provision is for the protection of the 
hospital. The compromise of a claim or the settlement 
of a suit might often affect the standing of the hospital 
in the community, and it is the purpose of the Com- 
pany to protect the standing of the assured. 

The information necessary for writing properly 
this form of policy is : the name under which the hospi- 
tal or sanitarium is conducted; class of hospital or 
sanitarium and nature of diseases treated; location; 
number of beds set apart for the use of patients ; num- 
ber of physicians, pharmacists or x-ray operations; 
whether a claim has ever been brought against the as- 
sured or suit instituted to enforce a claim; and the 
limits and terms of the policies. 
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The Company reserves the right to inspect hospitals, 
such inspection being made when convenient to the 
assured. 

The premiums are computed on the total number 
of beds set apart for the use of patients, number of 
physicians and pharmacists and x-ray operators. If 
the assured should increase the number of beds, ad- 
ditional pro rata premiums would be due the Company, 
and, if the number of beds should be decreased, there 
would be return premiums on a pro rata basis due the 
assured. 

Under these policies, the Company is not liable for 
any claims which might be made for injury or death 
sustained through any accident occurring within the 
hospital from causes other than administration of 
medical, surgical and hospital treatment. If protec- 
tion is desired against such hazards, General Liability 
policies should be issued on a basis of area, frontage 
and elevator charges. As a general proposition the 
Company will not write Hospital Liability policies un- 
less a General Liability policy is written concurrently. 

This line may be developed through officials in 
charge of the management and direction of hospitals 
and sanitariums. The character of protection pro- 
vided by Hospital Liability policies is just as essen- 
tial to the institutions covered as fire insurance. Court 
records and other authoritative sources of informa- 
tion furnish sufficient evidence of the fact that hospi- 
tals and sanitariums are always liable to be sued by 
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persons who feel that they have cause for action, 
whether that cause be just or not. 

Errors and mistakes in the treatment of patients 
may occur in even the best regulated hospitals and 
sanitariums, no matter what care may be exercised by 
those in charge and by their assistants. It is the part 
of wisdom, therefore, for the management of every 
institution to provide against the possibility of finan- 
cial losses due to all possible errors or mistakes. 



CHAPTER 10 

Physicians*, Dentists*, and Deuggists' 

Liability Policies 

Under the provisions of Physicians* and Dentists' 
Liability policies, the Company undertakes to defend 
in the name and on the behalf of the assured any suit 
brought against him for damages on account of bodily 
injuries or death suffered, or alleged to have been suf- 
fered, by any person or persons as a result of any 
alleged malpractice, error or mistake of the assured in 
the practice of his profession, or of any assistant in the 
administration of medical or surgical treatment, and 
to indemnify the assured against loss from the liability 
imposed by law as the result of such suit. 

These policies cover claims for alleged malpractice, 
error or mistake unless it is determined that the 
assured or his assistant was under the influence ^of 
intoxicants or narcotics, or that the malpractice, error 
or mistake was in violation of the law. Where the 
assured or his assistant is accused of criminal practice, 
it is generally understood that the Company will 
defend a claim or suit with the provision that if 
damages are awarded by the court the Company will 
not be liable for payment of same. 

They are sold in stock amounts of $5,000 limit 
on account of the injury or death of one person and 
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$15,000 total limit for the aggregate of such cases 
in one policy year. The Company pays all costs of 
defense in addition to the limits stated above. Larger 
limits may be obtained by the payment of additional 
premiums and the endorsement of the policies. Such 
policies are sold only on the annual premium basis 
and are renewed by vouchers. 

Those eligible for Physicians * and Dentists ' Liability 
policies are physicians of the allopathic and homeo- 
pathic schools and dentists, who are members in good 
standing of the recognized medical or dental associa- 
tions or societies and who are non-advertisers. 

There are certain risks which the Company regards 
as undesirable, namely: (a) practitioners more than 
fifty per cent, of whose time is devoted to contract work ; 
(b) x-ray or radium specialists; (c) practitioners 
operating or employed by private hospitals or sani- 
tariums for the treatment of alcoholism, mental dis- 
eases or special diseases. Experience has demon- 
strated that the specialist is more liable to suit than 
the general practitioner. The reasons are obvious. 
The clientele of the general practitioner or family 
physician is more apt to overlook a mistaken diag- 
nosis or an error in treatment than the patients of 
the specialist who expect immediate and satisfactory 
results for the fees charged, and who for the most part 
are total strangers to the specialist before going to 
him. Moreover, the specialist has little time or oppor- 
tunity to familiarize himself with the temperaments, 
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habits, idiosyncrasies, and the general physical and 
mental peculiarities of his patients. 

The causes contributing to the growth of claims 
against physicians and dentists are apparent. The 
enactment of compensation laws by most of the 
states has deprived unscrupulous lawyers of a means 
of revenue and many have turned their attention to 
physicians and dentists as a source from which to 
recoup. 

The gradual passing of the general practitioner and 
the rise of the specialist is another contributing factor. 
Formerly, the family physician was regarded as more 
or less incapable of error and as a fount of wisdom. 
His patients had implicit confidence in him. But the 
growth of cities and the necessity for specialization in 
the medical profession have had a tendency to destroy 
the old ideals and the halo has been snatched from the 
physician's head. An unscrupulous lawyer with the 
knowledge that the average physician or dentist has 
no time or inclination for litigation often attempts 
blackmail. Many a groundless case which otherwise 
would have been compromised has been dropped when 
the lawyer discovered that the doctor was insured in 
a company that would contest the claim to a finish. 

Druggists' Liability Policies. — ^Druggists' Liability 
policies are akin to Physicians' and Dentists' Lia- 
bility policies. They provide for the defense of drug- 
gists against suits based on bodily injuries or death on 
account of errors or mistakes, real or alleged, in the 
compounding of prescriptions or in the dispensing of 
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drugs or other articles sold, and indemnify for losses 
from liability imposed by law. Betail druggists only 
are insurable. The Company does nat insure whole- 
sale or manufacturing druggists. 

These policies have one limit, usually $2,500 or $5,000. 
It is customary to issue them for a term of three years 
subject to a discount of ten per cent, on the amount of 
three annual premiums paid in advance or, if paid in 
annual installments, fifty per cent, of the discounted 
three years' premium the first year, thirty per cent, 
the second year, and twenty per cent, the third year. 

These policies do not cover any accident to the pub- 
lic causing injury or death while on the premises of 
the assured, but only apply in cases of error or mis- 
takes in the selling of drugs, medicines or other arti- 
cles. Should coverage be desired for accidents other 
than mistakes in compounding or dispensing, a Gen- 
eral Liability policy should be written in connection 
with a Druggist 's Liability policy. 

The premiums on Druggists' Liability policies are 
based upon (a) the store charge which varies with 
the amount of insurance desired, and (b) upon the 
employes' charge which is determined by the num- 
ber and classification of the employes. These fea- 
tures are described in the Manual and on the appli- 
cation blanks. 

The information necessary before writing Druggists' 
Liability policies is sent in on an application which gives 
the list of employes to be covered and which usually 
reads, * * manager, registered clerk, junior prescription 
clerk, salesman or saleswoman, soda clerk, proprietor, 
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and store boy. " It is not necessary to give the names 
of the various employes. 

Mistakes frequently occur even in the best drug 
stores. When such mistakes have been proved, it is 
diflScult to avoid liability. Sometimes the error is 
the result of a misinterpretation of a physician's pre- 
scription. For example, the Company has had several 
cases arising from the misinterpretation of ** barium 
sulph.'' In each case, the store dispensed barium 
sulphide instead of barium sulphate. The latter is a 
comparatively harmless soluble salt which is pre- 
scribed by physicians preparatory to an x-ray exami- 
nation of the stomach or abdominal cavity, while 
barium sulphide and sulphite are used externally as 
depilatories and usually prove fatal if taken internally. 
Three deaths resulted from these cases, and the Com- 
pany considered the situation sufficiently serious to 
warrant the issuance of a warning notice to holders 
of Druggists ' Liability policies. 

Sometimes a colorless but poisonous drug is mis- 
taken by a prescription clerk for distilled water and 
is put into the medicine compounded. The Company 
has had instances of potassium iodide and acetic acid 
being so used. In one case, erroneous substitution 
resulting in death was made by a druggist who had 
twenty-six years' experience in the business. 

Another cause for claim arises from the careless- 
ness of a prescription clerk in getting a wrong pre- 
scription in a refill. A case of this sort resulted in a 
patient receiving a mixture containing belladonna 
instead of a refill of her original prescription. The 
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result was a dilation of the pupils of her eyes to such 
an extent as to cause temporary blindness. 

The facts outlined above show the necessity for the 
protection afforded by the policies described. The 
agent should present his proposition to every physi- 
cian, dentist and retail druggist in his territory who 
comes within the classifications of practitioners eligible 
for this protection. 

The law requires that practitioners bring to each 
case in their care at least an ordinary degree of pro- 
fessional ability and attention. Negligence and mal- 
practice are punishable offenses, the penalty depend- 
ing upon whether the offense creates civil or criminal 
liability. Any patient believing, or claiming to believe, 
that a failure to cure was due to a lack of ordinary 
and intelligent professional care may sue for damages. 
Physicians, surgeons, dentists and druggists cannot 
avoid this menace. Practitioners do not realize the 
worry, anxiety, loss of time and expense of such law- 
suits until they become defendants and must protect 
their reputations and their resources against some 
patient with a real or an imaginary cause for com- 
plaint. Every practitioner must then have prompt and 
proper legal advice. It is not only prudent for him to 
make provision for defending himself against such pos- 
sible suits, but the wise practitioner will also provide 
for the payment of all court costs and the possible 
necessity for satisfying a judgment against him. 

The agent should make clear to his prospects that no 
physician, surgeon, dentist or druggist is immune 



LIABILITY POLICIES 269 

against malpractice or blackmail suits. The highest 
professional skill, years of unblemished reputation 
and the most faithful discharge of duty afford no guar- 
antee against unprincipled attorneys or against per- 
sons who may be deluded into thinking that they 
have just cause for legal action. The ablest prac- 
titioners also sometimes honestly err and may be sued 
for lack of proper care. A successfully handled mal- 
practice suit may destroy a reputation that has required 
years to establish, and a professional reputation once 
damaged is hard to mend. 

The alarming increase in the number of suits brought 
against practitioners cannot fail to impress the mem- 
bers of the medical and dental professions with the 
necessity for protection against the possible worry, 
expense and damaging results of a case in court. The 
allegations may be entirely groundless, but it will 
require the time and money of the practitioner to fight 
the suit. The agent should show his prospects that 
the Physicians ', Dentists ' and Druggists ' Liability poli- 
cies of the Company afford the only form of absolute 
protection against such actions. This protection is 
undoubtedly worth far more than the small premium 
charged. The peace of mind to be derived by the 
assured from the knowledge that between him and 
damages resulting from a possible lawsuit stands a 
company with millions in resources is in itself worth a 
great deal. 

The agent should show his prospects that under its 
policies the Company assumes all the burdens of 
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defense and indemnity in the classes of suits described 
above ; that the defense is carried to the highest court 
if warranted; that the thoroughness of the defense 
is assured by the Company's guarantee to win the suit 
or pay the judgment to the full limit of the policy ; that 
the Company will not settle or compromise any suit 
without the consent of the assured; that the reputa- 
tion of a practitioner may depend as much upon the 
the skill of the lawyer who defends a malpractice suit 
as does the life of a patient upon a practitioner's skill; 
that to protect the practitioner the Company must win, 
and that in order to win the Company has the best 
lawyers. 



CHAPTER 11 
Plate Glass Insubancb Policies 

Plate Glass insurance policies provide for the re- 
placement of the glass insured which may be broken 
from causes beyond the control of the assured, or for 
indemnity to the assured against such damages. 
Losses resulting in any maimer from fires (whether on 
the premises insured or not), earthquakes, floods, 
insurrections, riots, additions, alterations, repairs or 
the blowing up of buildings when authorized by munici- 
pal officials are not covered by these policies. 

Premium rates are based on the size of the glass; 
the manner in which it is set ; and, in some cases, upon 
the valuation of the glass. The location of the glass 
in the building is also considered. Discounts are 
allowed from the manual rates for outside plates in 
upper stories. 

Clamped, glued, bent and ornamented glass requires 
a higher rate than plain set glass. This applies also 
to glass in show cases, both inside and outside, plain 
set and set with clamps. 

Rates covering art glass, leaded cathedral glass, let- 
tering and painted designs on glass, and signs are 
based upon the valuation and such valuation must be 
shown in the policy. 

To ascertain the correct size of glass for insurance 
purposes, the daylight measurement (from sash to 
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sash) must be taken in all cases and three-quarters of 
an inch added to the length and width to cover the space 
taken up by the frame. 

When computing premiums on plates that are odd 
inches in dimensions or fractional parts of an inch 
whether odd or even (for example, the plates to be 
insured being 137 inches x 35 inches or 24J inches x 60^ 
inches), the plates are charged for according to the 
next higher even sizes (for example, as though they 
were 138 inches x 36 inches or 26 inches x 62 inches). 
The exact sizes, however, are to be stated in the policy. 
For insurance purposes, the shorter side of a plate 
glass is always termed the width. The figures at the 
top of the premium tables in the Manual represent 
the width of a plate in inches and those at the side the 
height in inches. At the intersection of the columns 
will be found the premiums in dollars and cents. 

Before a policy is issued or a risk bound, the agent 
should make a survey of the premises to determine 
whether the glass is properly set and is free from 
cracks. 

The glass to be insured should be described in detail 
in all applications. Especial attention must be given 
to the style of setting and the location of the glass. If 
the glass is set with clamps of any kind, or is bent or 
ornamented in any manner, the application must so 
specify in order that the correct premiums may be 
applied. 

Plate glass policies are issued on an annual basis. 
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No policy is issued to cover partial interest or owner- 
ship unless the full premium is charged for every plate 
covered as though the full interest were insured. 

When a loss is reported to the agent an immediate 
inspection should be made. If the size of the broken 
glass and the manner in which the breakage occurred 
are covered by the policy, replacement should be 
awarded at once to the glazier or contractor who has 
made the lowest bid. If possible, at least two bids 
should be obtained. As soon as the new plate has been 
installed, the broken plate which is taken out belongs 
to the Company. The glaziers allow a credit for this 
salvage and the agent should measure the salvage plate 
either when he first inspects the glass upon being noti- 
fied of the loss or at the time of replacement, in order 
to check the size of the salvage shown upon the glazier 's 
bill. 

The diagram on the back of the proof of loss describ- 
ing the salvage should always be completed. The 
proof of loss should be filled in with care, especially 
when it is necessary to have the glass required for 
replacement shipped from an out-of-town point. The 
exact size of the plate to be ordered must be given. In 
this connection, it is well to have the glazier or con- 
tractor bidding on the work furnish the measurements. 

Full particulars of the cause of breakage must be 
shown whenever it is possible to ascertain that cause. 
This is necessary ; for, as the policy contains a subroga- 
tion clause, it is often possible for the Company to 
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secure full or partial reimbursement from the parties 
causing the damage. 

All breakage should be reported at once, even in 
cases where immediate replacement is not desired by 
the assured. In the latter case, it must be borne in 
mind that it is optional with the Company to allow 
the broken plate to remain until a future date or to 
make immediate replacement. 

It is also desirable to call attention to the fact that 
while formerly there was no extra charge made for 
reinstating the insurance on plates which had been 
replaced, there is now a special provision made to 
cover this feature. The endorsement is self-explana- 
tory and indicates how the additional premium is 
figured : 

PREMIUM CHARGE FOR LIGHTS REPLACED AFTER BREAKAGE 

In consideration of the premium paid for this policy 
and notwithstanding anything to the contrary con- 
tained therein, it is understood and agreed that in the 
event of the replacement of any glass described in the 
schedule or payment therefor by the Company, the 
insurance hereunder shall cease as respects such lights 
so replaced or paid for, unless the same shall be specif- 
ically covered hereunder by an endorsement provid- 
ing for the payment of an additional premium for such 
glass computed pro rata to the expiration date of the 
policy, but no charge shall be made where the addi- 
tional premium amounts to less than fifty cents. 

The possibilities for the development of Plate Glass 
insurance business are almost unlimited. Practically 
every building, whether public or private, containing 
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a plate glass front or plate glass fixtures is an insur- 
able risk. Plate Glass insurance is one of the oldest 
forms of casualty insurance written and consequently 
property owners are generally familiar with the cover- 
age. Business is obtained from property owners, 
real estate men, builders, contractors and insurance 
brokers. Fire insurance brokers, in particular, control 
a very large volume. 

Plate glass is easily broken. A gust of wind, expan- 
sion and contraction due to heat and cold, crowds, run- 
away teams, automobiles out of control, stones, pebbles 
thrown by wheels of automobiles, baseballs, drunken 
men, burglars and innumerable other causes contribute 
to plate glass breakage. In the event of breakage, a 
policy relieves the insured of all worry and loss of time 
and money, for the Company takes entire charge of the 
replacement as soon as the notice of the loss is filed. 
The Company purchases large quantities of glass each 
year from the various glaziers throughout the country. 
This insures immediate attention by them to all replace- 
ments ordered by the Company. 

The Manual contains detailed information for the 
writing of all classes of plate glass risks and the adjust- 
ment of losses. This should be studied carefully in 
order that the agent may become thoroughly familiar 
with the rules and regulations. 



CHAPTER 12 
Payroll Audit Adjustments 

In soliciting and writing Compensation and Liability 
insurance policies, or any other type of insurance 
where wage expenditures form a basis for premium 
adjustment, one of the most important features is very 
often overlooked by the agent. The average business 
man is not familiar with the conditions and agreements 
of Liability insurance policies, and he is not likely to 
take the trouble to read them or to acquaint himself 
thoroughly with what he is buying. He leaves these 
matters to an experienced insurance man who is 
requested to provide coverage for the client under the 
laws of the state in which the client operates. The 
agent therefore should explain in detail the manner 
and method of the Company's premium charges. 

One condition of all policies in which wage expendi- 
tures form the basis for premium adjustment gives 
the Company the right to make an examination of the 
assured 's books or other records in order to determine 
the amount of premium due, this being based on the 
actual payroll expenditures for the time the policies 
have been in force. It occurs frequently that when a 
payroll auditor calls on the assured for this informa- 
tion, he is unable to obtain it. There are several rea- 
sons for this : (1) the assured may say that he does not 
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keep any payroll records; (2) he may say that he does 
not segregate his payroll or work performed by his 
employes according to the classifications stated in his 
policy; (3) if records are kept, the assured often de- 
clines to permit the audit even though the Company's 
contract gives it the right to conduct the audit at any 
time within one year from the date of expiration of the 
policy. 

If these matters are carefully explained to policy- 
holders at the time policies are delivered, there will 
be little occasion for misunderstandings and much time 
and expense will be saved when the payroll audi- 
tor arrives at the offices of the assured to make his 
audit. Moreover, the agent would have little difficulty 
in satisfying the assured that the adjustment of the 
premium as revealed by the audit is entirely in accord 
with the terms of the policies. A great deal of the 
auditor 's time is taken up in explaining to the assured 
why the audits are necessary and also why the Com- 
pany charges premiums for certain kinds of work, 
even though they are not specifically stated in the 
Compensation policies. 

The assured often feels that he satisfies the terms 
of his contract when he pays the initial premium which, 
of course, is based upon an estimated payroll. This is 
not the case. The advance premium is based upon 
an estimated payroll and consequently the exact 
premium must be based upon the actual payroll, which 
can be determined only by an audit of the books when 
the period for which the policy was written has expired. 
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The books of the assured should show the amount of 
wages paid to all employes under the different kinds of 
work carried on. 

Care should be taken to see that the estimated pay- 
rolls stated in the policies are approximately the 
amount of payroll expenditures during the preceding 
year. However, if the assured anticipates larger con- 
tracts, provision should be made in the payroll esti- 
mates so that adequate advance premiums may be 
charged. If at the termination of the contracts the 
payroll expenditures are in excess of the estimates, the 
Company will charge additional premiums; but, if on 
the other hand they are less, refunds will be made. 

The Company also writes Liability policies for con- 
tractors on a deposit premium basis subject to interim 
adjustments. Such policies always bear endorsements 
which make it necessary for the agent to call on the 
assured at stated times, usually monthly, quarterly or 
semi-annually, to secure signed payroll statements, and 
to charge the earned premiums accordingly. On the 
last and final statements credits are given for the 
amounts paid at the time the policies were delivered. 
The latter amounts are known as the ** deposit premi- 
ums. ' * These statements should be rendered promptly. 
They are subject to verification when the payroll audi- 
tor visits the oflSces of the assured. The Company has 
had considerable diflSculty in securing these state- 
ments, for many clients do not comply readily with 
the conditions of the contracts. It is a matter of the 
utmost importance that the Company be furnished with 
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these statements in accordance with the endorsements 
attached to the policies, otherwise premiums will ac- 
crue, and as a consequence the assured will have very 
large premiums to pay at one time instead of paying on 
installments, which is the understanding at the time 
the policies are written. Moreover, the Company 
loses the use of the money honestly earned. The 
deposit premium forms of policies are issued because 
contractors cannot estimate accurately their payrolls 
for the current year, but it should be explained to them 
that regular statements should be rendered promptly. 

The Company frequently receives requests from 
agents to write policies on the deposit premium basis 
where the amount of work performed by contractors 
does not justify the issuance of such policies, as the 
amount of the wage expenditure would not be as much 
as the original or deposit premium charges. In suoh 
cases, the agent should see rather that the Company 
receives estimated advance premiums, as it is never 
intended that deposit premium policies should be issued 
to contractors if it is possible for them to estimate 
their payrolls and pay the Company premiums based on 
the estimated payrolls. 

If clients will not take the time to prepare the state- 
ments for the agent and the latter is negligent in insist- 
ing upon the statements, it means that the Company 
actually extends credit to the assured, and overdue 
statements should be treated as delinquent premiums. 
All well-organized companies have a definite policy 
with regard to credits. Such an important matter 



280 FIDELITY, SUBBTY AND CASUALTY 

cannot be treated lightly. As a matter of fact, the Com- 
pany frequently pays in losses very much more than 
it received in premiums, thus making the risks unpro^t- 
able. If the missing statements had been rendered 
promptly and the premiums charged and collected ac- 
cordingly, it would be possible in many cases for the 
Company to renew policies on the same basis as they 
were written the preceding year. If the agent takes 
time to explain the requirements of the Company, it 
will simplify matters a great deal when a representa- 
tive calls to adjust the premiums for the coverage and 
protection the assured has received during the term of 
the policy. 

Agents and field men will render valuable assistance 
to the Home Office by stating on applications whether 
the assured keeps proper records, and where such 
records can be audited if the assured 's accounting de- 
partment is located at an address different from that 
stated in the policy. 



CHAPTER 13 

Inspection and Merit Ratinq 

The term *' merit rating '* expresses in a general 
way the purpose of the rate maker to appraise each 
risk according to its merits and includes both schedule 
and experience rating. Assuming that the basic rates 
for the various classifications as found in the Manual 
are accurate and correct, it is logical that the charges 
on a particular risk should vary according to the indi- 
vidual hazard involved. 

Hazards are divided into three general groups — 
moral, physical and inherent. The inherent hazard 
is not within human control ; it is wholly governed by 
the law of averages and is properly distributable as 
a whole without regard to the conditions in any particu- 
lar risk. A part of this inherent hazard may be pecu- 
liar to one classification and another part may be 
common to many or perhaps all classifications. The 
physical and moral hazards are so closely related as to 
be almost inseparable. Part of the physical hazard is 
apparently inherent and uncontrollable, while the 
moral hazard is entirely within human control. 

In figuring a rate, therefore, it is necessary to take 
into consideration the cost of the inherent hazard, 
properly loaded for expense, for all risks in a chosen 
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group with essentially the same degree of hazard in 
equal proportions. It is also necessary to measure the 
physical hazard upon the evidence presented by the 
inspector, and to measure the moral hazard by the 
actual experience as shown in the real loss in dollars 
and cents on the risk. 

In speaking of schedule rating, the physical inspec- 
tion of the risk and its appraisal according to a definite 
schedule providing values for conditions above or 
below the average must be kept in mind. The object 
is to secure an equitable distribution of the insurance 
cost by discriminating between industrial plants of 
the average, superior or subnormal type. The system 
produces rates approximately close to average for the 
average plants, higher rates for the inferior risks and 
lower rates for the superior risks. The standards used 
provide for the character of the building, condition of 
floors, wall openings, hoistways, stairs, elevated run- 
ways and platforms, pressure apparatus, steam 
engines, electrical equipment, explosive hazard, power 
transmission, methods of safeguarding machinery and 
the organization of welfare and safety work. 

It is natural that the experience of the larger risk 
should be entitled to the larger degree of consideration. 
The small risk does not provide sufficient experience to 
make it indicative and the rate must be based upon the 
class, whereas the rate of a very large risk may with 
safety be based almost wholly upon its own experience. 
Experience rating, therefore, involves a comparison of 
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risk and classification experience or, what is the same 
thing, a comparison of the rate indicated by the risk^s 
experience with the manual rate. A certain experi- 
ence period is required to insure sufficient observation 
of the risk experienced to make certain that it was nor- 
mal and not the result of chance. Also a certain amount 
of premium is required to insure the fact that there is 
sufficient experience exposure and to warrant the ex- 
pense of determining the experience modification. In 
figuring a rate from experience, part of the premium 
received is set aside for '' death and permanent total 
disability '' and part set aside for '' all other *' losses. 
If the amount paid out for either one of these classes 
of accidents is greater than the amount of premium set 
aside for that class, the risk will get a charge under 
that heading. If the losses are not greater than the 
amount set aside a credit will be given. After deter- 
mining the amount of charge or credit in dollars and 
cents, proper formulas are then applied and the per- 
centage of experience modification to apply to the 
manual rates is determined. 

A corps of specially trained safety engineers and 
inspectors is maintained in the field, both for the pur- 
pose of finding conditions which are hazardous and 
for showing the assured and the prospect what changes 
can be made in a plant to reduce the number of acci- 
dents and at the same time reduce the rate for com- 
pensation insurance. These inspectors will help Com- 
pany representatives to secure business by showing the 
manufacturer what can be done to reduce his rate. The 
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Department of Inspection and Merit Rating stands 
ready at all times to explain in detail the subject of 
experience rating and to look into any particular risk 
to ascertain whether it is entitled to such rating. 



CHAPTER 14 

Casualty Claims — Investigation and Adjustment 

Claims arising under casualty insurance policy con- 
tracts may be classified as follows : 

(1) Claims arising under a direct contractural obli- 
gation by the insurer to the policyholder. These 
include personal accident, health, plate glass and 
automobile collision damage. 

(2) Contracts of indemnity to indemnify and save 
harmless the assured against liability imposed by law 
for damages on account of bodily injuries, or death 
resulting therefrom, suffered as the result of an acci- 
dent to any employe of the assured or to the public. 
These include employers' liability, automobile lia- 
bility, automobile and teams' property damage, phy- 
sicians', dentists', and druggists' liability, elevator, 
public, general liability and others. 

(3) Contracts by the insurer to assume what is prac- 
tically a joint and several obligation together with 
the assured to comply with the provisions of laws pro- 
viding compensation to employes in industrial pur- 
suits, not dependent on negligence, meaning work- 
men's compensation laws. Under this classification 
may also conveniently be included workmen's collec- 
tive insurance, which is in some respects similar to 
workmen's compensation, but different in that the 
obligation is created by contract instead of by law. 
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Accident and Health Claims. — ^When a claim arises 
under an Accident or Health policy, the agent is likely 
to receive the first notice of it, and the adjustment of 
the claim will depend largely upon the promptness and 
judgment shown by the agent at the time. If it is an 
ordinary legitimate claim, the policyholder or those 
representing him should be furnished with the usual 
form for preliminary notice which indicates the gen- 
eral character of claim with which the Company will 
have to deal. When the period of disability termi- 
nates, the policyholder or his representative should be 
furnished with the appropriate form for final proof of 
loss. This form elicits information as to the character 
of the accident or illness, the duration and extent of 
the period of disability, whether partial or total, 
whether it involves house confinement or not, and 
whether, if total disability is claimed, the facts sub- 
stantiate such claim in establishing that the assured 
was wholly incapacitated from performing all of his 
ordinary duties, such proof always being subject to the 
provisions of the particular policy form and substanti- 
ated by the attending physician 's certificate. 

The agent can be of material assistance to the Com- 
pany by giving the Home Office or its Branch Office 
adjusters such information as he may have of the char- 
acter and habits of the assured, and whether he has 
personal knowledge of the alleged accident or illness 
and the extent, character and duration of the disability 
claimed. 
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If the circumstances connected with the first notice 
of the claim under an Accident or Health policy are 
unusual or indicate an unreasonable claim or one of a 
serious character, the agent should immediately com- 
municate to the Company or its representatives what 
information he possesses. The agent should not, unless 
and until so directed by the Home Office, furnish blanks 
for proof of loss as such action may be construed as a 
waiver of known defenses. If, for example, the first 
information the agent receives indicates that the body 
of an assured has been found in deep water, carried 
there by means unknown at the time and that upon 
recovery there is an autopsy or an attempt at one ; or 
that an assured has died and his body is in transit to 
a crematory ; or that the assured is alleged to have suf- 
fered a slight fall and subsequently died as a result 
thereof; or that an assured has been shot and killed, 
accidentally as claimed by his wife ; or that an assured 
has disappeared from his office and his body found in 
the street below, whether he fell out of the window or 
deliberately jumped out of it being unknown, or that an 
assured has disappeared altogether, the Company 
should immediately be notified by telegraph. The ex- 
amples here given are actual cases and indicate the 
necessity for placing the Company in a position to take 
quick action to ascertain the actual cause of death. 

Autopsies are to be avoided wherever possible, but 
frequently they furnish the only means of definitely 
determining the cause of death. The law, always 
averse to unnecessary hardships and to harrowing the 
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feelings of the family and associates of the deceased, 
requires prompt action by those who may resort to 
this means for procuring evidence. It has been held 
in some cases that demand for an autopsy must be 
made before burial. This rule would work an injustice 
if applied in all cases, and where it has been applied 
it is usually where those who have made the demand 
have had knowledge of the death and have had an 
opportunity to make a demand. Ordinarily, when the 
custodian of the body or anyone else interested declines 
to permit an autopsy, the courts will not hesitate to 
order such an autopsy even after burial. It not infre- 
quently happens that the first notice received by the 
Company of a claim under an Accident policy involv- 
ing death is after the deceased has been interred. 

While the proceedings involved in securing an 
autopsy are somewhat technical, such quick action 
must be taken that it is proper for the agent and adjus- 
ter to know at least the principal requirements. If the 
policy gives the right of autopsy and one is desired, a 
demand in writing therefor should be made upon the 
legal custodian of the body as soon as possible after the 
death. In most instances, this is the widow. It is wise, 
however, to include in such demand all persons who 
may be or who may conceive themselves to be inter- 
ested, such as the administrator or executor if there 
be one, the undertaker, or any one else asserting 
authority over the remains. If interment has already 
taken place, the demand in all instances should be as 
above indicated, and permission should always be se- 
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cured from both the cemetery authorities and the public 
health department, with a proper offer to pay expense, 
if there should be any involved. It is customary to 
permit a medical representative of the family or estate 
to be present, but it is not necessary to pay for or ten- 
der reimbursement for the expense of such attendance. 
Where an agent or adjuster has had notice of an acci- 
dental injury and death subsequently ensues immediate 
notice of such death should be telegraphed to the Com- 
pany. 

Whether an alleged accidental death was due to an 
accident or disease ; whether the accident, if there was 
one, was the sole and proximate cause of the disability 
or death; whether the assured does exactly what he 
intends to do, but the results are not as anticipated 
by him ; whether in case of apoplexy or heart failure 
and a fall the disease caused the fall or the fall contri- 
buted to the death by reason of the existing diseased 
condition; whether if the assured assaults another 
with his fists and is shot and killed, the killing consti- 
tutes an accident within the meaning of an Accident 
policy; whether if the assured advances on another 
with a drawn weapon and is shot and killed, such kill- 
ing constitutes an accident ; whether a policy issued in 
Maryland to an assured in Colorado who is subse- 
quently killed in Wyoming is subject to a local law 
of the last named state; whether the coroner of one 
county undertaking to have an autopsy performed 
mider his jurisdiction therein has the right to send 
specimens taken from the body to another state for 

19 
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scientijBc examination and still remain in legal cnstody 
of such specimens against all claimants; these and 
thousands of like questions present much difficulty in 
the adjustment of accident and health claims. These 
questions involve so many factors, including the exact 
language of the policy and the laws of the particular 
jurisdiction and other points that they cannot be dis- 
cussed at length here. They are merely mentioned to 
call attention to the difficulties involved and to the 
importance of early and thorough information regard- 
ing the exact facts. These are cases which require 
an expert and experienced casualty adjuster and, in 
many instances, may even require the decision of a 
court of last resort to determine the question of 
liability. 

It should be borne in mind that in the investigation 
of such cases as are here referred to the Company 
diligently seeks to find the exact cause of death and 
adjusts the claim on that basis. The tendency in the 
issuance of policies and the adjustment of claims is 
toward the elimination of so-called ** frills," the stand- 
ardization of policy contracts and great liberality in 
the settlement of each case. 

Automobile Collision Claims. — Automobile Collision 
insurance is usually written by an endorsement 
attached to an Automobile Liability policy and covers 
damage to or destruction of the assured 's own motor 
vehicle, limited to the suitable repair or replacement of 
the damaged vehicle. The investigation and adjust- 
ment of an automobile collision damage case should 
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cover a description of the car, its manufacturer's num- 
ber, license number, horse power, kind of power (i. e., 
whether gasoline, electric or otherwise), model year, 
cost, mileage traveled, general condition, estimates or 
bids for making repairs as hereafter more fully 
referred to, a careful scrutiny of such bids and elimina- 
tion of all items not caused or made necessary by the 
accident, and finally, when authorized, an adjustment 
with the assured and the taking of his release upon 
the payment to him for the work substantially on the 
basis of the lowest responsible bidder. The adjust- 
ment of claims under this class of business requires 
firmness and diplomacy on the part of the Company's 
representatives, a maximum of service in all that the 
term implies in modern insurance, and a minimum of 
inconvenience to the assured. The utmost courtesy 
and consideration of the convenience and wishes of the 
assured are recommended, together with a liberal policy 
of adjustment and a constant desire and effort to save 
the assured from annoyance, publicity and trouble. 

Automobile accidents when reported should be inves- 
tigated promptly. Where the damage is serious, an 
expert automobile adjuster should be employed to 
make an estimate of the exact damage done and the 
cost of repair or replacement. In cases where the 
value of the car is such or the extent of the injury is 
sufficient to warrant it, it is customary to have two or 
more such estimates or bids from repair men. When 
the extent of the damage has been exactly or approxi- 
mately ascertained, it is preferable to tender the 
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amount to the assured and take his i^lease. Fre- 
quently when repairs are being made, the assured finds 
it desirable to have other repairs or replacements made 
while the car is dismantled, and unless a settlement 
has been previously made, this additional work is apt 
to lead to complications. It sometimes happens that 
such additional work is attempted to be included in 
the repair bill for damages growing out of an 
accident. Experience soon shows which garages and 
repair shops may be safely raiployed and trusted to 
make repairs properly and to make a reasonable 
charge therefor. It might be supposed that the sales* 
agents of a particular car where a repair and service 
station is maintained could and would make the best 
repairs at the lowest price. Such has not been the 
general experience. Where there is considerable dif- 
ference, as is usually the case, between the estimates 
of the sales ' agents, whose services the assured is apt 
to desire, and other responsible repair concerns, it is 
customary to reach an average if possible, and to ten- 
der that amount to the assured. This general practice 
does not always hold good, as in the case of a peculiar 
make of car or one with which the repair concerns have 
had little or no experience, in which event it is prob- 
ably necessary and desirable to send it to the service 
station of the manufacturer. 

It is not only important to make a prompt investiga- 
tion following an accident involving damage to an 
automobile covered by the collision endorsement in 
order to ascertain the exact damage done before a car 
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is dismantled or repairs are made which gives an 
opportunity for an attempt at the familiar trick of 
including fictitious or fraudulent items in the bill, but 
it is also necessary to scrutinize with care every item 
in an estimate or bill for repairs. Two instances on 
record will indicate without further comment what is 
meant. In one case, there was a charge of twenty cents 
each for lock washers, an article being sold at the time 
by hardware and other stores for ten cents a box con- 
taining about one hundred. In another case, there was 
an estimate for repairs in which was an item of $60 
for the rear axle assembly of a familiar car, the pub- 
lished and standard price of which was $45. 

In adjustments under automobile insurance, the exact 
language of the policy of course must be borne in mind 
and due regard had for the deductible amounts, if any. 
That is to say, some policies are issued at a rate which 
does not cover collision loss under $50, $100, or other 
figures fixed in the policy. 

Especial attention is called to the hazard of insur- 
ing automobiles of foreign make, of unusual type, of 
special colors or designs, and especially high priced 
cars. When such cars are seriously damaged, it may 
become necessary to send them to the factory or to 
employ mechanical specialists with consequent expense 
which is out of all proportion to the premiums paid 
on such cars. One company carried collision insurance 
on a car which was one of only ten of that make manu- 
factured, and the fender of which alone cost $500. 
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Automobile Liability Claims. — The investigation of 

an automobile accident, parf icnlarly one in which there 

have been personal injuries, should be made as soon as 

possible after the accident occurs. The facts relative 

to the identity of the car as heretofore set forth in 

connection with Automobile Collision insurance should 
be ascertained, viz., the kind of car involved, i. e., the 

name and type ; manufacturer 's number ; license num- 
ber; horse power; kind of power, whether gasoline, 
electric or other; model year; the name, address, age, 
sex, color, general qualifications of the driver, and 
whether he was licensed, competent and experienced; 
the driver's prior record with reference to accidents 
and arrests; whether he was driving carefully, and 
sober at the time of the accident ; whether he had the 
right of way ; whether the motor vehicle was being used 
in the business of the assured and whether it was in 
a race or speed contest or in a ** joy ride **; whether 
it was being operated in violation of any law, ordi- 
nance or traflSo regulation. The statements of wit- 
nesses should be signed, if possible, and witnessed by 
disinterested parties giving the driver 's version of the 
accident and that of other occupants of the vehicle, if 
any, as well as the statements of driver and occupants, 
if any, of any other vehicle involved in the accident, 
and of other persons witnessing the accident or being 
in the vicinity and having any knowledge relating to 
the case, including names, addresses, ages, general 
appearance, credibility, responsibility, and possible 
bias of such drivers and witnesses ; a sketch or other 
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description of the streets, roads, or other place of acci- 
dent, including approximate location of vehicles, pos- 
sible line of vision of witnesses, condition of weather, 
streets, lights, obstructions, time, date and other simi- 
lar facts. 

The investigation up to this point is conducted for 
the purpose: (1) of identifying the motor vehicle 
and thereby ascertaining whether it is covered by the 
policy, and of obtaining the necessary statistical data; 
(2) of ascertaining whether there had been any negli- 
gence on the part of the owner of the car or his agents, 
and also whether there had been any contributory 
negligence on the part of any person or the operator 
of a vehicle which may be involved. 

Investigation should then be directed toward ascer- 
taining the fact and extent of personal injuries, if any. 
The injured parties should be interviewed, if possible, 
as well as their attending physicians, and in all cases 
where settlement is contemplated or the defense of a 
possible claim is being prepared, there should be a 
physical examination by a competent physician. In 
serious cases, such examination should be made by a 
physician not connected with the Company and one 
presumably without prejudice or bias. 

The name, residence, color, sex, age and general con- 
dition in life of the injured person should also be ascer- 
tained, and his earning power if he is a producer. The 
latter may present a serious aspect of the case, as with 
persons receiving large incomes from the development 
of special talents, such as a young and beautiful vaude- 
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ville star, a well-known moving picture actress, a 
patentee and engineer in special building devices, and 
specialists receiving large salaries. 

A great general is credited with the remark that the 
one who wins battles is the one who gets on the ground 
first with the most men. Paraphrased and applied to 
the adjustment of automobile liability claims and 
indeed all public liability claims, it may be said with 
equal force that success lies in having an experienced 
and active adjuster on the scene while the facts are 
fresh and more easily ascertainable. Of course, all 
claims cannot be compromised, but experience indi- 
cates clearly that immediate investigation and early 
settlements are to the advantage of all concerned. 

Automobile and Teams' Property Damage Claims. — 
Automobile Property Damage, like Automobile Colli- 
sion insurance, is usually covered by an endorsement 
attached to an Automobile Liability policy. As its 
name implies, such insurance covers all damage to 
the personal or real property of others than the 
assured to the extent of the limitation prescribed by 
the policy. Naturally, the most frequent damage done 
by automobiles and teams is to automobiles and teams, 
and the procedure applicable to ascertaining the 
damage to an automobile covered by collision insur- 
ance likewise applies to an automobile property 
damage claim where the damage is to another auto- 
mobile. Here, as in the instance first mentioned, inves- 
tigation should be made to ascertain the extent of the 
damage before the car is tampered with or repairs 
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begun, and in both instances the question of negligence 
as between the vehicles involved in a collision should 
be determined if possible, in order that the Company 
may pay its proper obligation or collect from the other 
party to the collision where the latter is responsible. 
The question of negligence involved in the adjustment 
of claims of this character has already been referred to 
somewhat fully in the discussion of automobile lia- 
bility insurance claims. 

Employers' Liability Claims. — Prior to the large 
growth of automobile liability insurance and the 
enactment of workmen's compensation laws, the 
principal branch of casualty insurance was, and in 
other than compensation states still is. Employers' 
Liability. As has been already shown, policies covering 
this class of business are indemnity contracts. 

The indemnity provided is against loss from liability 
imposed by law upon the assured. Such liability is 
imposed: (1) by what is ordinarily termed the 
*^ Common Law," meaning that growth of law from 
ancient customs expressed in maxims, recognized by 
the courts as law, expounded and developed by judi- 
cial construction through many years in England, and 
adopted and recognized by the courts of the states of 
the American Union; or (2) by specific legislative 
enactment. Congress, state legislatures and munici- 
palities have passed many specific enactments requir- 
ing the employer to do certain things or to maintain 
certain agencies for the benefit and protection of the 
employe, such as the factory acts providing for the 
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guarding of certain classes of machinery, the nse of 
safety devices, the maintenance of prescribed condi- 
tions in the construction of buildings, prohibition of 
employes under certain prescribed ages and the like. 
Lord Campbell's Act in England was the first to give 
a right of action for death. This act has been adopted, 
re-enacted, recognized or enlarged upon by American 
state legislatures. 

The employer is required by law substantially as 
herein indicated to provide a safe place for his 
employes to work in ; safe and proper means and appli- 
ances with which to do the work ; reasonably competent 
fellow servants to work with the employe ; and proper 
supervision over the work. The employer's failure to 
do any of these things or anything else required by 
law, or the doing of any other thing by himself or his 
agents unnecessarily and unreasonably endangering 
the safety or the life of his employes, constitutes 
negligence. 

The whole theory of employers' liability and the 
insurance against it is based upon negligence. Hence, 
the investigation of an accident to an employe result- 
ing in bodily injuries or death is directed primarily 
to ascertain whether negligence existed. Whether 
negligence did exist in a contested case is a question 
for the final determination of a jury under the guidance 
and instructions of the court. Experienced casualty 
lawyers may, however, form a reasonably accurate 
judgment as to whether there was negligence in a 
given case, and in ordinary practice a great majority 
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of claims are compromised without resorting to liti- 
gation. 

To ascertain whether there was negligence, there 
should be a thorough investigation of the accident and 
all facts concerning it. If, for example, the accident 
was caused by the operation of a machine, it is proper 
to make the following inquiries : 

Was the machine itself suited to the work being done 
upon or by it ; was it or could it have been so guarded 
as to prevent such an accident and not unnecessarily 
and unreasonably interfere with the work to be done ; 
and if so, were such guards provided ; and, if provided, 
were they used by the injured employe? 

Was there any defect, and, if so, was such defect 
patent or latent; if patent, had the injured employe 
reported the condition to his superiors or made com- 
plaint about it, and in the absence of such complaint, 
could the employer by proper supervision have dis- 
covered the defect and should he have done so ? 

Were any repairs or changes made in the machine 
prior to or immediately following the accident ? In the 
particular trade or business was it legally required or 
in prudent management generally required that the 
employe be furnished with means for his personal 
safety other than the guarding of the machine, such as 
glasses or goggles, gloves or shoes, and, if furnished, 
was the rule requiring the use of such appliances gen- 
erally enforced and was that rule in the particular 
instance disobeyed? 
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Were the floors and walkways contiguous to danger- 
ous machinery dry, clean and free of obstruction, and 
were the passages sufficiently wide to permit safe pas- 
sage, or were such places guarded or permitted to be 
wet or slippery from the spilling of oil or obstructed 
by rubbish or material! 

In the case of accidents caused by set screws, were 
such set screws countersunk as required by law in 
many jurisdictions! This in some jurisdictions 
depends upon the relative location of the shaft or other 
part of machinery on which the set screw is used. Was 
the shaft in a frequented part of the building, under 
floors or near the ceiling, and thus presumably out of 
ordinary danger ? 

In the case of accidents happening in the oiling or 
cleaning of machinery, was the employe permitted to 
stop the machinery before undertaking the work ; was 
the light at the time and place of the accident adequate ! 

Was the employe experienced in the use of the par- 
ticular machine and in the particular operation ; and, if 
not, was he given proper instruction and supervision! 

Was the accident caused by or contributed to by 

another employe or fellow servant, and, if so, was the 

relation between the injured person and such other 

employe one where the latter exercised no supervision 

over the former at the time, so that the latter could be 

classed in law as a ^^ fellow servant " and thereby a 

successful defense be made, or one of exercising super- 
vision and therefore classed as a ** vice-principal " 
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standing in the place of the employer and thereby 
creating a liability on the employer? 

The legal requirements of a safe place in which to 
work must, of course, be taken in its relative and com- 
mon sense meaning. What would be a safe place under 
some circumstances would not be so under others. 
Thus in rough contract work and building operations 
where conditions are constantly changing, the legal 
requirement is for the observance of such specific 
statutory provisions as there may be, such as the lay- 
ing of temporary floors as the superstructure of the 
building is erected and the maintenance of reasonably 
safe ways and means under all the circumstances of 
the particular operation. 

In the case of excavations, shoring of adjoining 
buildings or walls or banks may be necessary, and its 
absence constitute negligence. 

In the case of breaking or falling scaffolds, it is 
necessary to inquire whether the injured person or 
persons constructed the scaffold. This inquiry should 
disclose whether it was done in their own way and 
without specific instructions and whether the materials 
furnished were ample and sufficient ; or, to put it more 
concretely, whether a carpenter in erecting the scaffold 
had suflScient lumber to choose from and by reason of 
carelessness or bad judgment chose timbers which were 
defective or insufficient for the purpose. 

The condition of the weather becomes an important 
point in some negligence cases to determine whether 
the light WAS sufficient or the place where the accident 
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happened was wet by reason of rain, obscured by fog 
or snow, made slippery or unsafe by ice, or whether 
the employe was subjected to unusual extremes of heat 
or cold. 

Especially careful investigation is proper in the case 
of accidents caused by falling objects in building con- 
struction where more than one contractor is at work. 
It sometimes happens that an employe is injured at 
such work and promptly files suit against every con- 
tractor employed in the operation. The importance, 
therefore, of fixing responsibility upon the contractor 
who caused the injury is apparent. 

The age of the injured employe may be an impor- 
tant or even the determining factor in the case. Thus, 
if he is below a certain age stipulated in most 
Employers' Liability policies, an accident to him is 
not covered at all, or his employment may be in viola- 
tion of child labor laws or other statutes for the pro- 
tection of youth. If within the age covered by the 
policy, it is proper to inquire into the degree of intel- 
ligence and maturity of judgment of the injured party 
in relation to the work he was doing when injured. 
Manifestly, a young and inexperienced person put to 
work upon dangerous machinery or in close proximity 
thereto, is entitled to receive more thorough instruc- 
tion and more careful supervision than one of mature 
judgment and experience. The degree of intelligence 
as here referred to in connection with youth may also 
become an important point of inquiry in the case of 
one to some extent mentally deficient, or one who does 
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not understand the language of his instructor or super- 
intendent and who may not therefore appreciate the 
dangers to which he is subjected. 

Some state jurisdictions have what is known as the 
* ^ simple tool doctrine, ' ' which means substantially that 
where an employe is working with ordinary simple 
tools, such as a hatchet, saw, hammer and chisel, and 
an accident is caused by some alleged defect, he cannot 
recover unless he shows that he complained of the 
defect and was forced to continue to use the particular 
tool. If he had a choice of other tools or could have 
returned a chisel, for instance, to be sharpened or put 
in shape and continued voluntarily to use it, he is not 
in a position legally to complain of the result of the 
accident. This rule is manifestly a reasonable one, as 
an employe who actually uses a simple tool is in a 
better position to observe its condition than can be 
done even by the most careful supervision. 

The investigation of accidents of the character now 
under discussion should, in addition to eliciting the 
physical facts and surrounding circumstances as herein 
indicated, include the taking of statements from the 
injured party himself, if possible, and from all wit- 
nesses and those actually present, whether witnesses 
or not. Such statements should be signed by the per- 
sons who make them, if possible, and witnessed by at 
least one disinterested person. If any witnesses refuse 

to sign the statements read to them the investiga- 
tor should add that the statements have been read to 

the witnesses who have admitted the truth of them (in 
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the presence of at least one disinterested person), but 
have declined to sign. 

It not infrequently happens that a witness will seek 
to change his version of the affair and attempt to tell 
an entirely different story when he goes on the witness 
stand, possibly after being properly coached by counsel 
for the plaintiff, and he may attempt to explain away 
his statement previously made whether signed or not; 
but such a statement in the hands of a competent attor- 
ney is a powerful weapon in support of a witness who 
is telling the truth, or to impeach one who is not, and 
the mere fact that a witness sees in the hands of the 
opposing counsel the paper which he knows contains 
his statement will have its effect in deterring him from 
changing his testimony. Even with persons who were 
present when an accident occurred but who claimed not 
to have been witnesses, it is wise to take the simple 
signed statement that they did not see the accident. 
This will prevent any subsequent attempt by such per- 
sons to testify to the facts. 

Assuming that there has been an accident with resul- 
tant bodily injuries or death in a concern covered by 
an Employers' Liability policy, and that an investi- 
gation has been made to determine whether the 
employer was in any way negligent, the next inquiry 
is as to the defense which the employer, or the Com- 
pany in his behalf, may interpose to defeat the claim 
of the employe or to mitigate the damages. These 
defenses, subject, of course, to the laws of the particular 
state having jurisdiction of the case, are classified as 
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follows: (a) contributory negligence, (b) assumption 
of risk, and (c) negligence of fellow servants. 

If there is no negligence on the part of the employer, 
there is naturally no contributory negligence on the 
part of the injured employe. Hence, in discussing 
contributory negligence, negligence on the part of the 
employer is assumed. Then the investigation proceeds 
to determine whether there was contributory negli- 
gence by the employe, and, if so, the degree and extent 
of it, and whether such contributory negligence on 
his part may not have been a proximate cause of 
the accident. There is on the subject of comparative 
negligence much law of a highly technical character 
and subject to so many limitations and qualifications 
that it is not possible to go further into it here. 

Perhaps the most frequent causes for contributory 
negligence by an employe resulting in his injury are 
disobedience of instructions and intoxication. Ex- 
amples of the former are in the case of using a hod 
hoist as a passenger elevator, perhaps without the 
knowledge of the engineer operating the hoist; work- 
ing with materials used in construction work which 
were not intended for the purpose ; oiling and cleaning 
machinery while in operation ; throwing off or putting 
on belts by hand instead of using mechanical devices 
provided; failure to use guards, shields or glasses; 
the use of clothing or gloves having loose projections 
such as loose sleeves, hanging pockets and the like ; the 
use of machinery or appliances known to be defective 
or dangerous; removing articles from stamping or 

20 
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cutting machinery with the hands instead of with 
mechanical means provided, and the careless tripping 
of such machines where the hands are in dangerous 
positions; using a material derrick as a means of 
ascending and descending a building in course of con- 
struction ; and many other similar acts that will readily 
suggest themselves. A proper investigation to deter- 
mine the extent of contributory negligence should go 
fully into all circumstances of this kind. 

Perhaps no special comment is necessary regarding 
the case of intoxication as a contributing cause to 
industrial accidents. It is a condition frequently sup- 
posed to be the real cause of most accidents, one easy 
to allege and diflScult to prove to the satisfaction of 
a jury. 

Assumption of risk is the second of the possible 
defenses which may be resorted to by the employer, or 
the Company on his behalf, to meet a claim for per- 
sonal injuries or death resulting therefrom. The 
employe, in the contemplation of the law, is held to as- 
sume the ordinary and usual hazards incident to the 
particular industry when he engages in it. Thus, the 
carpenter who cuts his own hand with his hatchet, the 
iron worker who in erecting the frame of a building mis- 
judges the distance between girders and falls to his 
death; and the woodman felling a tree who is caught 
by it, are familiar instances where the defense of the 
assumption of risk would be available. Most cases 
present complicating circumstances. To illustrate : A 
driller using a simple hand drill and hammer, if he be 
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snJBSciently experienced and furnished with proper 
tools in good condition and a safe place to work, who 
accidentally strikes his hand, cannot recover for his 
injury. In the case of two men, one with a drill and 
the other with a sledge, again assuming proper tools 
and experience, should the sledgeman strike the other, 
the mishap may be purely an accident incident to the 
industry and such as may be reasonably contemplated 
by the workmen when entering upon the work, and 
therefore furnishes no ground for recovery of damages. 
Other elements as indicated mav contribute to such 
an accident. The light may have been insufficient, the 
sledgeman may have been in too crowded a position, 
he may have been pushed by another workman, his 
footing may have been insecure or slippery, his hands 
may have been numb with cold. Any one or more of 
these contributing factors may mean the difference 
between no liability and no recovery and a very heavy 
judgment against the employer. 

The third defense possibly available in negligence 
litigation is that of the negligence of a ** fellow ser- 
vant.'' This defense means practically that in the 
case of workmen of the same grade, that is, one not 
exercising superintendence over the other, where one 
is injured through the negligence of another, there can 
be no recovery against the employer unless it appeared 
that he was negligent in employing the fellow servant. 
It is a highly technical development of the law, dif- 
ferent in various states, and the subject of thousands 
of adjudicated cases. Therefore, reference must 
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always be had to the law of the state where the accident 
happened, and for this and other obvious reasons it is 
impracticable to enter upon any thorough discussion 
of the subject here. The doctrine in its broadest appli- 
cation is that all men, not superintendents or vice- 
principals, engaged in the same general work are '' fel- 
low servants. ' ' This includes, in addition to the plain 
instance of men working in physical proximity to each 
other, such instances as shop repairmen, railroad 
brakemen, signal men and train crews. 

Employers' Liability policies, in addition to the 
insuring clauses, contain certain conditions qualify- 
ing, restricting and making certain the obligation of 
the assured. Reference, of course, must be had to the 
policy in each case. 

Physicians' and Dentists' Liability Claims. — Claims 
arising under policies of this character are becoming 
more frequent and are apt to be serious. Sometimes 
claims or suits for alleged malpractice are brought as 
a means of meeting a claim or suit by the physician 
for services rendered. 

The investigation of claims under policies of this 
kind does not differ materially from the investigation 
of other liability cases. Inquiries should be made and 
full information obtained regarding the alleged treat- 
ment, by whom and how administered and all the 
attendant circumstances, and whether such treatment 
was the approved treatment as recognized in the pro- 
fession. A copy of the prescription, if one is involved, 
with particular reference to any abbreviations which 
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may have been used, should be obtained. It should 
be ascertained whether the results of the treatment 
complained of were usual and such as to be anticipated 
in the given case ; whether there was any substitution 
of one drug for another or the use of improper prac- 
tice, medicines or appliances, and of course the physi- 
cal condition of the. claimant as disclosed by an exami- 
nation, if necessary; the damages, actual and conse- 
quential, if any were sustained; the station in life, 
and all similar circumstances. Everything in the way 
of evidence such as medicines, appliances, prescrip- 
tions and the like should be carefully preserved. 

There is one feature of Physicians', Dentists' and 
Hospital Liability policies which differentiates them 
from most other forms of liability policies, viz., a pro- 
vision that the Company shall not compromise any 
claim or settle any suit against the assured without 
the consent af the assured. 

Druggists' Liability Claims. — The investigation of 
accidents arising under this form of policy is in most 
respects similar to that already described regarding 
Physicians' and Dentists' policies. It is especially 
important to preserve evidence relating to the claim, 
such as prescriptions, orders, a portion of the particu- 
lar drug or article alleged to have caused the damage, 
if obtainable, and a sample of the drug from the pack- 
age from which the prescription was taken and the 
prompt procurement of a chemical analysis thereof, as 
well as to ascertain whether the drug or medicine used 
was taken from the original package of the manuf ac- 
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turer and whether prepared in strict accordance with 
the prescription. 

Elevator Liability Claims. — ^Much that has already 
been said with reference to Employers' Liability poli- 
cies and claims arising thereunder, especially with 
reference to accidents occurring in connection with 
machinery, is applicable to accidents arising under Ele- 
vator Liability policies. Li the case of the fall of an 
elevator causing personal injuries, it is important to 
have an immediate inspection by an elevator expert in 
order to determine the exact cause of the accident. If 
there are broken parts or other physical evidence that 
may be useful, they should be preserved. Inquiry 
should be made as to the age, experience, intelligence 
and general reputation for alertness and credibility 
of the operator, as well as his previous record for 
accidents, and whether there have been other accidents 
on the same elevator. Prompt action is necessary in 
the investigation of elevator accidents in order to 
secure statements of witnesses. 

The law requires that an owner of an elevator exer- 
cise a very high degree of care in its maintenance and 
operation. In some jurisdictions that degree of care 
or obligation upon the part of an owner is substanti- 
ally the same as that of a common carrier of passen- 
gers. In other states, he is not held to be so nearly a 
guarantor of the safety of the passengers, but is held 
to that high degree of responsibility which may be 
fulfilled by the installation and maintenance of good 
machinery of approved type, with competent opera- 
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tors and frequent and expert inspection. In still other 
jurisdictions where the doctrine of res ipsa loquitur 
prevails, the proof by a plaintiff of damages sustained 
in an elevator accident by reason of any defect in it 
is sufficient to create a prima facie case in his behalf; 
i e., proof of the happening of the accident, such as 
the falling of a passenger elevator, establishes the 
plaintiff's case on the question of liability and shifts 
the burden of proof upon the defendant. 

Public and General Liability Claims. — Investiga- 
tions such as are indicated as applicable to Employers ' 
Liability policies and Automobile Liability policies, 
so far as the injured party is concerned, would cover 
claims arising under Public and General Liability 
policies. 

Eef erence is made here only to the principal classes 
of policies, and it will be understood that other classes 
heretofore enumerated require substantially the same 
character of investigation. 

Workmen's Compensation Claims. — The employer 
or the insurance carrier on his behalf is required to 
report to the industrial accident commission, where 
there is one, all accidents under conditions stipulated 
by the law or required by the rules of the commission. 
The injured workmen are also required under most 
state laws to file with the conamission claims for 
compensation within a specified time, and attending 
physicians are required to file or furnish medical 
reports. The case is then heard upon the record so 
presented or upon hearing with the introduction 
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of testimony, if necessary, and award made according 
to the facts. If there is an award for the payment 
of compensation, it requires the employer or the in- 
surance carrier to pay compensation in accordance 
with the award. 

In practice, it is customary for the insurance carrier 
to pay compensation as prescribed by the law in accor- 
dance with the injury without waiting for the formal 
award of the commission, and such awards are fre- 
quently not made until after the compensation pay- 
ments have begun. Each payment on account, as well 
as the final payment, is reported by the insurance car- 
rier to the commission and the commission in practice 
supervises the payments to see that the injured work- 
men and their dependents, who are under the com- 
pensation laws practically wards of the state, receive 
proper compensation as provided by the law. 

Under most state laws there is a period immediately 
following the accident in which no compensation is 
payable. This is known as the * * waiting period ' * and 
may be any specified number of days or weeks. It is 
usually two weeks, and this in theory is the contribu- 
tion which the injured workman makes to the economic 
loss. 

Compensation is ordinarily payable in weekly install- 
ments based upon the average earnings of the work- 
man, and represents a percentage thereof as prescribed 
by this act. In most state laws it is fifty per cent, 
of the average wages. 
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Some laws and some commissions prescribe the exact 
method of ascertaining the average wages. It is 
unsafe to take the wages at the time of the accident as 
the basis for calculating compensation, as the income 
from this source for weeks or months prior to the time 
of the accident may have been less or greater than at 
that particular time. Some statutes provide for an 
agreement to be signed by the employer and the 
employe upon which the award is made or a hearing 
had in case of dispute. 

Compensation losses are divided according to the 
nature of the injury or the character of the disability 
into several classifications, such as death, dismember- 
ment, permanent total disability, permanent partial 
disability, temporary total disability and temporary 
partial disability. Awards in the case of death, dis- 
memberment or permanent total disability usually 
provide for the payment of compensation for a speci- 
fied number of weeks as designated in the compensa- 
tion law. Awards for temporary total disability or 
temporary partial disability usually provide for the 
payment of compensation during the period of such 
disability, and the employer or his insurance carrier 
or the employe may bring the case before the indus- 
trial commission at any time for further consideration 
or termination of the compensation payments. 

Workmen's compensation claims are sometimes 
disposed of by the payment of the entire amount at 
one time known as a ** lump sum '' settlement. Both 
the theory of the compensation laws and the practical 
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application thereof are opposed to lump sum settle- 
ments because of the well-recognized fact that persons 
in industrial employment and their dependents, unac- 
customed to handling substantial sums of money safely, 
may not be able to preserve properly the fund for the 
purpose for which it is intended. Many such settle- 
ments are made, however, where it appears to the satis- 
faction of the commission that they are to the interests 
of the claimants. 

Some diflSculty is encountered in arriving at the 
proper rate of compensation in the case of permanent 
partial disability, as in the instance of partially stif- 
fened fingers, hands or arms, the immobility of a joint, 
or the inability of the employe to continue the char- 
acter of work he has been doing and for which he is 
fitted. Awards in such cases are usually made upon the 
findings of medical authorities and are based upon the 
percentage of disability shown. For example, the loss 
of a thumb and first two fingers of a hand in the case 
of a person using both hands in his work would be 
equivalent to the loss of a hand, as might also under 
certain circumstances the loss of grasping power with- 
out any dismemberment of the hand or its members. 

Hearings on industrial accident claims are usually 
conducted in a more or less informal maimer, not in 
accordance with the strict rules of legal evidence, in 
an effort by the commission to do immediate and sub- 
stantial justice. Since, under the compensation laws 
of most states the findings of facts by the commission 
are final and not subject to review by the courts, it 
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is important that a careful and full investigation should 
precede the hearing, and that all available evidence 
be properly presented. 

The question of the medical attention which compen- 
sation laws require shall be furnished to injured 
employes by the employer is one, perhaps, of greater 
difficulty than that of ascertaining and paying the com- 
pensation. Some insurance carriers permit the injured 
workman to go or his employer to send him to physi- 
cians of their own choice. Other companies have estab- 
lished more or less complete medical organizations of 
their own to which they require all injured employes 
to be sent. Charges of physicians for services under 
the compensation laws vary greatly for the same 
character of treatment. Such charges may be regu- 
lated by individual contract, by a schedule tentatively 
established by the industrial commissions subject to 
variation because of peculiar circumstances, by the 
exclusive employment of a physician on the basis of 
fixed compensation for all cases sent to him, or in other 
ways. 

Substantial progress in corrective surgery has been 
made in recent months. This has been particularly 
true since the surgical experience gained in the 
World War has been put into common practice. The 
United States Fidelity and Guaranty Company, hav- 
ing a very large volume of workmen's compensation 
business, is in a position to secure the services of 
expert, experienced medical talent and thus supply the 
injured employes of policyholders with a medical 
service hitherto not available in the industrial field. 
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During the period of the Worid War and the 
influenza epidemic, the Company was called upon to 
demonstrate the resourcefulness of its organization 
and it met the test fully. The Company provided medi- 
cal service for the employes of policyholders at many 
of the great operations of the United States Govern- 
ment in addition to carrying an ever-increasing line of 
private business. 

Among the principal operations where notable ser- 
vice was rendered by the Company during the period 
mentioned were the following : 

The Norfolk ( Va.) Army Supply Base, where upward 
of 10,000 men were employed at one time ; the Boston 
(Mass.) Army Base, where substantially the same num- 
ber were employed in a very limited area and where 
the work was pushed day and night; the preliminary 
work in connection with the construction of the Nevill's 
Island Arsenal, near Pittsburgh, Pa. ; the Army Can- 
tonments at Battle Creek, Mich.; Fort Riley, Kan.; 
Fayetteville, N. C. ; Rock Island, HI. ; Little Rock, Ark. ; 
Jacksonville, Fla.; Washington, D. C; Montgomery, 
Ala. ; Alexandria, Va. ; Columbus and Atlanta, Ga. ; Del 
Rio, Texas ; Fort Sill, Okla., and many of the smaller 
training stations, including aviation fields. Insurance 
was also carried on extensive shipbuilding operations 
for the United States Government at Bath, Me. ; Jack- 
sonville, Fla.; Beaumont, Texas, and elsewhere, and 
upon vast building and construction operations in all 
parts of the country. 
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At the Norfolk Army Base, the War Department 
required, because of the inadequacy of the hospital and 
medical service available in that locality, a policy pro- 
viding for full medical service for illness, in addition 
to the usual medical policy covering accidents, includ- 
ing the construction on the reservation of the necessary 
hospital buildings. 

The Norfolk policy was written. While it was in 
force and while there were slightly less than 10,000 
men at work, the influenza epidemic made its appear- 
ance. There followed what will long remain an inter- 
esting chapter in the Company's experience and 
achievement. Hospital buildings theretofore suflScient 
for the ordinary needs of the camp became immedi- 
ately inadequate for the unforeseen and extraordinary 
developments of the following days during which 
sick workmen were being brought into the hospital 
at the rate of more than a hundred a day. Addi- 
tional buildings together with hospital equipment and 
supplies were procured, beds and bedding, as well as 
drugs and medicines (then difficult to obtain in quanti- 
ties) were rushed to the camp by the quickest means of 
transportation. Meanwhile, cities within a radius of 
several hundred miles were being searched by telephone, 
telegraph, advertisements, special messengers and 
otherwise for doctors and nurses, who, as fast as they 
could be obtained at a time when every doctor and nurse 
was in greater demand than ever before, were hurried 
to the scene. A number of these themselves soon became 
victims of the malady. The Army Base Hospital, 
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then newly constructed, was taken over and the patients 
transferred to it from the temporary buildings. 

During this period, the Company, in addition to the 
hospitals for the treatment of influenza and the segre- 
gation of pneumonia victims, maintained other hospi- 
tals or wards for accident cases and for other diseases, 
contagious and otherwise, and in connection with each 
a separate and complete commissary, orderly and 
kitchen outfit. There is substantial reason for believ- 
ing that the death rate of this camp from influenza was 
perhaps lower than at any other large operation in 
the East, and far below the rate at other army and 
navy camps nearby. 

The reason for referring to the past achievements 
of the Company here will be apparent to the alert solici- 
tor. It proves how well the Company's organization 
is prepared to meet every emergency, thus rendering 
to the policyholders a service which cannot be sur- 
passed. At the request of the United States Govern- 
ment officials, the Company wrote promptly an unusual 
and far-reaching policy. The Company thus met and 
effectively dealt with the extraordinary situation which 
subsequently developed to the satisfaction of every- 
body concerned. Although the rate based upon normal 
conditions was totally inadequate to carry the expenses 
of providing the necessary service under the unusual 
conditions then prevailing, no request was made to the 
United States Government by the Company for an 
increased rate or other relief. The injured and sick 
employes of the contractors were constantly cared 
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for. The employers were relieved because of the fact 
that the Company maintained on the ground at all times 
medical and claim representatives. It is apparent that 
a less resourceful organization might not have been 
able to deal so effectively with a big operation of this 
kind under such conditions. The organization of the 
United States Fidelity and Guaranty Company was, 
however, fully equal to this, as it always has been to 
every emergency. 

In some jurisdictions, the industrial commissions 
pass upon and approve or fix the amount of the medical 
charges in all cases brought before the commission. In 
others, the commissions will not assume jurisdiction 
and the extent of the physician's services and the 
amount of his charges are thus left to be determined 
between the physician and the insurance carrier, the 
employer unfortunately frequently being a reluctant 
third party to the question. Perhaps in no branch of 
casualty insurance are greater tact, firmness and vigi- 
lance required than in dealing with the subject of 
medical charges under compensation laws. 

It should be evident to all concerned that the first 
consideration is to give the injured employe immedi- 
ate, proper and sufiicient medical attention to the end 
that he may return at the earliest time possible to his 
employment, thus reducing the loss of his own earning 
power and the loss to the employer and to industry by 
reason of his enforced absence from his work. 

One of the avowed purposes of the compensation 
laws was to reduce litigation and such laws have 
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accomplished that by providing fixed compensation for 
injuries received in hazardous and other industries and 
by the establishment of instrumentalities to administer 
such laws, but many questions have arisen requiring 
judicial determination. 

Whether the compensation law of one state applies 
to an accident happening to an employe, resident, as 
well as his employer, of that state, when the acci- 
dent happens in another state ; whether the law of the 
state of the employer or of the state of the employe 
where the residence is in different states and the acci- 
dent occurs in a third, shall govern ; whether the place 
of the contract or the place of the accident shall govern; 
all these and many others are questions which cannot 
be discussed at length here and are mentioned merely 
to indicate the problems that arise in the administra- 
tion of workmen's compensation insurance. 

Workmen's Collective Claims. — ^Workmen's Collec- 
tive policies are sometimes referred to as ** Blanket 
Accident policies. ' ' They are contracts issued by an in- 
surance company to an employer, usually of a large 
number of employes, providing for the payment of a 
percentage, usually fifty per cent., of the wages of the 
employes who may be injured in the course of their 
employment and regardless of any question of negli- 
gence on the part of the employer. It is customary 
for the employer to pay the percentage of the wages 
as stipulated and to render periodical statements to 
the company for reimbursement. The employer stands 
in the nature of a trustee for his employes. This 
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form of insurance, while applicable to any large opera- 
tion, has been limited in practice principally to lumber 
operations in the South where men are located in lum- 
ber camps and must in many instances perforce remain 
there during their period of disability. The limit of 
the insurer's liability is usually placed at fifty-two 
weeks. 

Measure of Damages. — ^Any discussion of the inves- 
tigation and adjustment of casualty claims, particu- 
larly those relating to damages for personal injuries 
or death (except those arising under Workmen's Com- 
pensation and Workmen's Collective policies in which 
the compensation is fixed), would perhaps be incom- 
plete without some reference to the amount to be paid 
in settlement — ^the measure of damages. 

What is the value in money of a human life brought 
to an untimely end from the negligence, real or alleged, 
of another? Settlements have been made all the way 
from a few dollars to many thousands. At least one 
state has fixed by law a maximum recovery in the case 
of employes. One or more states have constitutional 
provisions that there shall be no legislative limitation 
to the amount of recovery. Some states provide a 
right of action to the estate of the deceased. Others 
specify certain designated classes of relatives. Some 
states provide for recovery for conscious suflfering in 
addition to the economic loss by the death of the 
deceased. 

Many factors must be taken into consideration in 
reaching the industrial valuation under a death claim. 

21 
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The principal one is the age and consequent expectancy 
of life and the earning capacity of the deceased. In 
some states, the measure of recovery for a minor is the 
presumptive earning capacity of such minor to the 
date of his majority, less the cost of his maintenance 
and education, and a recovery by a parent for the death 
of a child who has reached his majority is ordinarily 
dependent upon the proof of actual or prospective 
contribution by the deceased to the support of such 
parent. The expectancy of life of the deceased is 
arrived at by reference to the familiar mortality tables 
based upon life insurance statistics. 

After dealing with the age of the deceased and his 
relations, by reason thereof, to the claimants (and this 
reaches all the way from an infant of tender years to 
the aged and infirm), the next step is to inquire into 
the earning capacity of the deceased, and again into 
his relation to the claimants and their respective inter- 
est in his earnings or estate. Here again is found 
the wide variance ranging from one who may be at the 
time a financial burden to the claimants running all 
the way to the head of a family with actual earning 
capacity of many thousands of dollars a year. 

While recovery for death caused by negligence is in 
theory based upon the economic loss to the claimant, 
recovery is also provided and in actual practice fre- 
quently allowed for what may be sympathetic or senti- 
mental reasons, as in actions on behalf of children 
of tender years for the loss, not only of the support 
but of the guidance and counsel of a parent, and in 
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actions by a husband for the loss of the society and 
companionship of a wife. Punitive or exemplary 
damages are recognized and frequently recovered in 
cases of gross negligence on the part of those causing 
the death or under circumstances amounting to a wan- 
ton disregard of the safety of others. On the other 
hand the actual pecuniary loss to a claimant may be 
and frequently is reduced by taking into account the 
contributory negligence of the deceased. 

The decisions of the courts, particularly those of 
last resort, in the jurisdiction in which the claim 
arises, are valuable guides to the amounts of judg- 
ments which have been sustained in that jurisdiction. 

The race, nationality and industrial and social sta- 
tion in life of the deceased are also important factors 
to be considered. Even the individual personality 
of the claimant sometimes becomes the most important 
factor in the case, as in the familiar instance of a 
young, refined and attractive widow suing for the 
death of her husband. 

The record of juries in the particular jurisdiction is 
another factor. Cases are frequently settled immedi- 
ately before trial because of the record of a certain 
jury which has been sitting in preceding cases and 
which has shown a marked tendency in favor of either 
the plaintiff or the defendant. There are some juris- 
dictions where verdicts for the defendant in personal 
injury cases are almost unknown. In such jurisdic- 
tions, naturally, higher amounts must be paid to effect 
settlements without trial, and when it is necessary to 
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try such a case, the object of the defendant is to have 
the case taken from the jury by the trial court, or 
failing in that to secure a reversal on appeal. It is 
thus apparent that two cases in which the injuries, 
monetary loss and other similar factors are identical, 
may justify entirely different amounts in settlement 
by reason of the existence of the conditions just 
referred to. 

The character and extent of the available testimony 
in the case, the number of witnesses, their availability, 
their apparent truthfuhiess, opportunity for observa- 
tion and bias, with like considerations regarding the 
testimony on behalf of the plaintiff, always bearing in 
mind the possibility of supposed non-existent evidence 
being produced or even manufactured to meet the 
necessities of the case, are elements to consider. 

The amount of damages claimed in suits for death 
or serious personal injuries is usually much larger than 
the expected recovery. The amount thus claimed runs 
from $5,000 to $100,000, in the majority of cases being 
from $20,000 to $50,000. The object of the pleader in 
stating his damages is obviously to dignify and magnify 
his claim as much as possible without going to the 
extreme of making his demand appear ridiculous. 
Most liability policies covering accidents to employes 
and the public limit the liability for the death of or 
injuries to one person to $5,000. It has therefore come 
about that a large percentage of settlements for indus- 
trial accidents are made for less than that sum. 
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In some death claims involving what appears to 
be little or no negligence on the part of the defendant 
and some degree of contributory negligence on the 
part of the plaintiff, settlements are made for what it 
is estimated would be the cost of a successful defense 
of the case, i. e., for $300 to $500, and up to as much 
as $1,000 if the facts are a little more doubtful or the 
witnesses, for example, are somewhat uncertain. The 
most amazing thing in the adjustment of public and 
industrial accidents are the very large amounts paid 
in compromise settlements by both casualty companies 
and by defendants who do not carry casualty insurance, 
and the extraordinarily large amounts awarded by 
juries for slight or trivial injuries, as compared with 
the remarkably small amounts paid in the settlement 
of death claims. 

Most of the factors considered in connection with 
the adjustment of claims for injuries resulting in death 
are equally applicable to claims for injuries not result- 
ing in death. After considering all of the factors men- 
tioned, the chief questions involved in the adjustment 
of claims for accidental injuries alleged to have been 
caused by negligence are: the nature and extent of 
the injury and the resultant disability, dismemberment, 
or disfigurement as the case may be ; the monetary loss 
occasioned thereby, both present and prospective ; and 
the expense, likewise both present and prospective, 
for medical, hospital and other possible services. 
Ordinarily, the financial loss may be arrived at by 
ascertaining the medical expense and the actual loss 
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of wages, salary or other ascertainable income. The 
greatest difficulty naturaUy is in arriving at the pain 
and suffering of the claimant. In cases of clear lia- 
bility, settlements are frequently made on the basis of 
financial loss as here outlined plus a like amount for 
pain and suffering. 

In the case of serious injuries, other than those of 
dismemberment and the like where the extent of the 
injury is apparent, there is nearly always conflict as 
to the extent and the duration thereof, with all the 
difficulties of nervousness, insomnia, neurasthenia, as 
well as those of the imagination. Many cases of 
injuries not resulting in death are more difficult to deal 
with than death claims, and are naturally worth more 
for a compromise settlement as they are likely to result 
in larger verdicts. This situation is particularly true 
in the instance of permanent total disability, coupled 
with the necessity for continuous service of a physician 
or nurse. 

It is impracticable here to do more than sketch thus 
briefly the various items requiring investigation as to 
the question of negligence, injury and financial loss, 
leaving the particular circumstances of each case to 
determine the measure of damages. 

Preparation for Trial. — It is the observation and 
experience of the Company that most suits for per- 
sonal injuries can be settled before trial. The ability 
so to dispose of them at reasonable figures is what 
makes the valuable adjuster. But there are, unfortu- 
nately, many cases which must be litigated to the end. 
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Failing to reach an adjustment, preparation must be 
made for trial. In most cases involving accidents on 
streets or highways, it is advisable to have pictures and 
engineers' plats of the place of accident, and these 
should be taken as soon after the accident as possible. 
Witnesses should be re-located and interviewed, and 
in important cases the principal witnesses should, 
wherever possible, be examined and cross-examined at 
length and their statements taken stenographically so 
as to fix their testimony firmly in their minds, and also 
to provide as far as may be possible against sur- 
prises in the cross-examination. Pictures or cuts or 
sometimes models of machines or other instrumentali- 
ties causing accidents together with broken parts 
should be secured and precautions taken to see that all 
original statements of witnesses, the witnesses them- 
selves, and every other available evidence are in court. 
Where important cases are pending, the jury panel 
should be investigated. This is impracticable in sev- 
eral of the larger cities where cases may be transferred 
to another part of the court on short or practically 
no notice, and it is unnecessary beyond a limited 
extent in rural communities where local counsel are 
well acquainted with the jurors. But in the large field 
between these extremes, there is the opportunity for 
the accomplishing of surprising results. Investiga- 
tion of a jury panel covers such general matters as the 
prospective juror's age, nationality, occupation; religi- 
ous, political, fraternal and social affiliations and 
environment; his mental attitude and inclinations; 
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whether he owns an automobile (in a ease involving an 
automobile accident) ; whether he owns proi)erty ; 
whether involved then or theretofore in claims against 
casualty companies ; and other matters pertaining to 
the case to be tried. Such investigation should be 
authorized by the claim adjuster in charge of the terri- 
tory and should be made by detectives or other persons 
in position to do so under the supervision of trial 
counsel and the claim adjuster. Examination of the 
jurors on their voir dire (preliminary examination to 
ascertain whether they are qualified to sit as jurors on 
a particular panel) gives an opportunity to create 
favorable first impressions and sometimes in desperate 
cases to lay the foundation for a mistrial. 

In jurisdictions where the practice prevails or is 
permitted, all witnesses should be excluded from the 
court room during the trial except when testifying. 
This is a powerful weapon for the defense and is 
seldom used except when the Company's adjusters are 
alert in the protection of its interests. Depositions of 
witnesses who expect to be absent at the time of trial 
should be taken in advance and in practically all cases 
the deposition of the plaintiff should be taken in 
advance where permitted under the practice of the 
court. Pleadings requiring plaintiff to make his com- 
plaint more certain and definite should not be over- 
looked, especially demand for bills of particulars. In 
appropriate cases, physical examination of injured 
party should be made with the consent of opposing 
counsel or by order of court. 
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It is the well-established policy and practice of the 
Company to require its adjusters in the field to keep 
in close touch with all cases in suit both before and 
after cases are turned over to trial counsel ; to conduct 
the necessary investigation, to see that witnesses are 
in court when needed and that the interests of the 
Company and of its policyholders, who are primarily 
liable, are protected. 

The various matters pertaining to the preparation 
and trial of suits for damages for personal injuries 
referred to herein, largely technical and not within 
the scope of the ordinary insurance man's activities, 
are mentioned here both for the information of the 
adjusters and solicitors, particularly the latter, who 
may invite their patrons to give their business to the 
Company in the confident reliance that they will receive 
the services of a trained and resourceful organization 
which is backed by years of successful adjustment and 
defense of negligence litigation and which will leave 
nothing undone to protect their interests and to bring 
any claims which may arise to an early and satisfactory 
termination. 
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